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The C o ncep t of Corporate Planning 

Planning attempts to influence and regulate the course of 

future e entsj. to determine - strategy for ^future action. It 

involves ihr ap'ofaisal of current conditions, the prediction of 
social and economic change, the determination of needs, the 
formulation of objectives and alternative strategies and, to be 
effective, the review and evaluation of achievements. It is a 
process familiar in the administration of particular services or 
functions but increasingly difficult to achieve within a depart- 
mental framework. The main reasons • for this are the accelerating 
rate, of change in society due to population and technological 
changes, growing competition for relatively scarce resources, 
and the increasing recognition of the interrelatedness of the 
•services which, in the past, have been seen as essentially self 
contained.. 

The "concept of corporate planning, recognising that these 
changes are occurring, that these pressures exist., acknowledges 
• the inadequacy of traditionally departmental approaches to meet 
modern needs and accepts the need for a local authority to adopt 
a broader approach in determining future policies. It emph? ises 
the need for a higher level of integration between plans for-: its 
various services than has hitherto existed. It implies the need 
for change in traditional management and planning processes, 
for more and better coordinated research into facts, sociological 
trends,. J ’e interrelatedness of needs and alternative - ways of 
meeting • urn. better communications within an authority, and more 
effective information systems. 

Attempting a definition, one might - say that corporate 
planning, in a local government context, is the' planning of the 
. author it'- ’ • on an inter-departmental basis in such. _ a 

way as to secure the highest practicable degree of. integration 
in its objectives and activities and the best possible use of 
its resources. . 

The Slements of Corporate Planhing 

It may be useful to identify several strands in the^prooess 
of corporate planning, conceived in the terms suggested in the 
opening paragraphs of this paper. 



1. .One, clearly, is concerned with identifying and studying 
• overall changes in fne environment and considering 

in what way the authority should act to influence the 
impact of these changes in its area. Examples of. such 
' environmental factors are population changes, employment 
trends, major technological developments, transportation 
changes, and likely changes in national policy. These 
will obviously demand the -fullest engagement of the 
Authority’s intelligence and research facilities - 
whenever located, 

2. Another element in the process must be the determina- 
tion of needs - the satisfaction of which, in the 

most effective way permitted by the resources available, 
is trie underlying purpose of the exercise, .. 

.3. A third asbect of the task is the correlation and ration- 
alisation of departmental plans relating to the 
various services so as to conform- to and form part of 
an integrated programme of development.. This clearly 
involves much more than ’tidying up the edges’ o-f 
separate plans. It implies an ’across the board' 
approach to planning, a continuous process of analysis 
and review, a willingness to seek the best solutions 
and programmes without regard to departmental boundaries. 

4. A fourth strand in any realistic process of corporate 
planning must be a concern for the resources likely to 
be available and their allocation. This is not to say 
that decisions in this sphere should be the responsibility 
of a corporate plarl-ing group - cei lain.ly not of a 
group ox officers. This is a field in which' the 
60unc.il itself must make the decisions. Nevertheless 
it is difficult to see hbw corporate planning over a 
period of years can be tackled realistically without 
reasonably based assumptions about the scale of 
available resources likely to be/pxe raised. In this context the 

there is corporate planning process may be seen to have a dual 

therefore a., .aspect. On the one- hand it must proceed within broad 
foreasting estimates of probable future resources and to that 
r °l e * extent assume certain external determinants of policy. 

On the other hand it must be expected itself to 
contribute significantly , to decisions making, by ' 
identifying problems, revealing issues and, where 
appropriate, posing alternative strategies. 
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PPB is a management system designed to .ensure that an 
authority regularly subjects its activities to critical examina- 
tion and review in order to achieve the best use of its resour- 
ces. It Is a self-imposed discipline containing a number of 
elements or- requirements, the most - important of which are tfce 
following 


(a) the logical grouping of the authority’s activities 
into a limited number of ’programme, -areas 1 such as 

.Education, Transportation, Community Gare, and Public 
Protection, (These rarely coincide entirely, with 
traditional committee or departmental boundaries),. 

(b) a clear statement of the authority’s objectives ar>n 
sub-objectives in oaoh of these areas showing in 
chart form the activities of the authority relevant 
to those objectives. This is known as. a ’Programme 
Structure ’ . 


(c) ..the presentation of the annual budget to members 

V within this objective framework, rather than in the 
traditional form dictated by the requirements of 
financial control, so as to make 'readily apparent 
the objective to which any expenditure or activity is 
related. . •• 

(d) an attempt to measure as systematically as- possible 
the degree .of success achieved in pursuit of the 
various objectives, by devising suitable ’output 
measures’ for each programme , monitor ing results and 
feeding back the. experience gained into the management 
cycle,” This is, a process which is far more difficult 
in fields such as Education and Community Care than 

in more readily quantifiable areas such as Transporta- 
. .tion, c-r Public Protect ion * 

(e) the analysis of what appear to be problem areas in 
the authority’s services, and the examination of 
alternative ways of achieving the Authority’s 
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objectives, in contrast to ’just carrying on' with 
traditional ways and means of achieving the desired 
- ends. 

line Relationship between Corporate Planning and 
the Structuie Plan . 

There is obviously a close connection between corporate 
planning and the structure plan- which many authorities are 
preparing, or are required to prepared, under the Town and 
Country Planning Acts. It may be worthwhile also to explore 
.this relationship, and to consider what administrative conclu- 
sions seem to follow from it. 

Corporate planning, as here conceived, embraces the whole 
of an Authority's activities, its objectives, and the use of 
its resources of all kinds. It has no statutory basis, but it 
presupposes the essential .unity of the Authority, and may be seen as 
as an aspect of general management. Structure planning, on 
the other-hand, has its origins in land use planning, and is a 
development of that concept which recognises that land use 
planning cannot be divorced from, but must fin fact express, 
social policy and financial constraints. The structure plan 
therefore becomes much more statement of Council policy for the 
development of one resource (land) in a social ana financial 
context than a document, relating simply to land use. It is also 
a statutory document. 

Although corporate planning and structure planning are 
closely related their scope is clearly not identical. Corporate 
planning is wider in the sense that it is concerned with the 
totality of the Authority’s objectives and tne use of all its 
resources. The structure plan is essentially concerned with the 
use and development of one resource - land, from another stand- 
point, however, struct -ore planning is wider than corporate plan- 
ning in that it is concerned with the development of land by 
persons and bodies other thah the Authority itself. Each planning 
process may be seen as relating to part of something wider than 
either of them - the notion of a ’community plan'. 

The following diagram expresses the view of the relation- 
ship suggested in the past paragraph. 
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of. corporate planning not ; direetly 
concerned with land development 

-Held common to both activities, involving 
development of land as result of Council 
policy 
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concerned with Council activities, 
Structure planning 


A Review of the- Theory of planned Programme Budgeting ; 

A definition of PPBS 

A planning, programming, budgeting system (PPBS) is a 
management system, designed to assist members and officers ..in 
taring decisions about the use of resources by the monitoring of 
results and the feedback: of this information to assist in the 
updating :.nd revising of plane. It is not a technique but a 
comprehensive system of corporate planning and controls which 
harness analytical techniques to . the needs and process of manage- 
ment. She emphasis is on providing timely and relevant information 
rather than a specific management structure* 

* 

The Sf>que ee 

PPBS comprises a sequence of steps as illustrated in 
figure 1. To some extent, the sequence, is flexible, .since 
decisions at- each stage cal lead to modifications of earlier 
dacisions; but logically the order would be as shown below: 

Stage 1 - Identification of strategic problems 

An authority needs an information system that informs it 
of new or ch.aig.ng problems in the -environment and about how 
effectively it is performing its current activities so that the 
need for policy changes is - clearl^re^ognieea. Without such 
information, an authority is not" 'likely tolprovide the public 
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with effective serri.ce a in changing conditions. 

Stage 2 - Definition of objectives 

Once an authority has understood the nature of the problems 
facing it, ix should decide wh at its objectives are in tack- 
ling them. Unless an authority has explicit objectives it has 
no yardstick against which to judge the effectiveness of 
alternative policies. 

Stage 3 Preparation of the programme structure 

The programme structure breaks., down each major objective 
into sub-objectives and arranges under them groups of activi- 
ties (programmes) that contribute to toe Lr attainment. The 
programme structure proceeds from broad objectives at the top 
through sub-objectives and programmes, to detailed activities 
at the bottom. Programmes may be complementary or alternative 
ways of meeting objectives. The programme structure should 
include proposed as well as current activities, and should 
extent to- tha... activities of other organisations •where these do, 
or could, make contributions to the 'authority-’ s objective. 

Stage 4 .- Programme analysis ; 

Once the full range of' programmes for meeting an objective 
has beeh arrayed, it is necessary to assess the effectiveness of 
each, in meeting the objective. The authority, may be looking 
for the programme that gives the best performance for a fixed 
sum of money, or for the programme that gives a specified level 
of performance at minimum cost,. In either case, it is necessary 
to calculate the full financial costs (capital and revenue), 
and oftt i theland an manpower requirements, of each alternative 
over as many years as possible arid to estimate the expeqfed 
benefits or outputs. The analysis may be a simple, logical 
examination of a problem (an Issue Paper) or something .much, 
more sophisticated like cost benefit analysis. The results of 
analysis, are presented to decision-makers in the form of written 
submissions (programme memoranda). Programme analysis does 
not presume to dictate decisions; rather, it aims to provide 
decision-makers with information on the costs and consequences 
of alternative courses of action. • 

Stage 5 - The corporate plan (and programme budget) 

If the procedure so far described is to influence local 
authority policy, and planning, it must be firmly linked to the 
budgetary process. This lb done through the ’’corporate or 



Figure 1 - Trie PPBS Sequence by Stages 



programme plan 1 ’ and the associated programme memoranda. This 
is a statement of all the resource costs, and expected outputs 
of an authority's programmes for the next and subsequent years.' 
The first year of the plan corresponds to the authority's 
budget, and the annual budgetary cycle becomes the process of 
rolling the plan forward one year. It is set out in a similar 
format to the programme structure and classifies all expenditure 
oy objective . This, and the estimates of output derived from 
programme analysis, provide members with a basis for judging 
..how successful programmes are in meeting their objectives. ■ 

In a system based upon planning, programming and budgeting, 
the emphasis shifts from the scrutiny of individual projects 
by Committees to examination of the policy .and programme 



underlying particular expenditure proposals. Major issues 
art. identified and analysed ,nd the results are presented to 
deoislTi-m alters to decide vhether to amen ' the plan. 

Stage 6 - Implementation- end monitoring of performance 

She information on outputs contained in the corporate 
plan and in background papers is a guide to those charged 
with implementing policies, and provides members and senior 
officers with targets- against which • they can check actual 
performance. 


The major objectives of the authority may well be eomple 
monted by the use of "management objectives” techniques at 
• lower levels in the authority so that all officers are given 
a clear. share of responsibility in meeting the authority's 
objectives. 


Such a ' system requires a- management information system 
capable of reporting on the performance of programmes. 

Managers use this information to reappraise their objectives 
and programmes, and to make -changes where necessary. In this 
way, the feedback of information' about the proceeding period 
brings the system back to Stage 1 . 


The above are extracts from * <%>rporate planning in Engligh 
Legal Government - an analysis with readings 1967-72 
byj- Royston Greenwood & J.D. Stewart. 
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INTRODUCTION . . ■ 

Local Government has become conscious of the need to integrate 
± 015 activities , In part this is the result of the Report of the 
Committee on Management of Local Government, set up at the 
instigation' of four local authority associations in 1964. The 
Report of the Committee, published in 1967 , was critical of the 
fragmented nature of local authority management j 

“There is a long tradition of associating e. particular 
committee with a specific service and this is hardened 
by the requirement of statutes that for certain services 
specific committees should be set up. The power which 
local authorities have (under section 85 of the 1933 
Act) to delegate their functions to committees is a 
convenience for a council and indeed is often regarded 
as necessary fcrthe transaction of business. But 
delegation disperses direction and control amongst a 
number of separate committees. There exists therefore in 
local authorities in this country an organisation which 
is based on separate parts in each of which -there is 
gathered the individual service, with its professional 
departmental hierarchy led by a principal officer and, 
supervising it, a committee cf members. There may be ^ . 

\ unit in the parts , but there is disunity in the whole”. 

The findings of the Committee have .been confirmed by management 
consultants engaged to study the organisational arrangements of 
particular authorities. McKinsey and Company concluded from a 
month study that Liverpool t- 


11 In common' with- many other local authorities, finds 
itself with an organisation and system of making 
decisions that has changed little since the present 
structure of authorities was created out of the 
tangled web of local boards and functional adminis- 
trations in the latter half of the 19th century. 

The democratic forms of Council and committee and the 
rigid hierarchical structure of the service have some 
great strengths,' hut in many ways they are not geared 
to the modern task of managing thousands of people 
and hundreds of millions of pounds of assets, nor to 
making complex, often technical decisions on the 
deployment of these assets. The city has neithex' the 
organisation structure, nor the planning system, nor 
the management methods commensurate with, the job”. 


iff , ' - ... - , • ■ ■ . ■ • 

y i Committee on Management of Lc-cal Government. Report: Vol . 1 
(1967) p . 26 . H.M.S.O. 

McKinsey and Company Inc., "A New Msjnagement System for the 
Liverpool Corporation” (1969) PP 1 - 2 



The Commit tree on Management recommended that local authoi’itios 
adopt a more co-ordinated approach . to the management of local 
services and put forward proposals for structu ral reorganisation 
in particular, the committee re cc mended that lo-al authorities 
establish a 'hanagsreent beard', and appoint a ' Clerk ' with chief 
exe®utivc officer style responsibilities.- More recently there 
has been a growing concern for co-ordination through systems of 
c«rporate planning. The concern is reflected in the considerable 
interest shown, throughout; local government in a programme , • 
planning, budgeting systems approach to management. Butt, in a 
survey of developments, found "an avalanche of interest and 
rionmitment" and felt .that PPBC "have become cult words in British 


total Government' 


The search for corporate planning is also 


reflected in the growing number of "community plans" or similar 
documents prepared by local authorities. The purpose of these 
is Illustrated by the following extract from the introduction 
/to the Lambeth "Community Plan 1371-1976": 


"The demands upon local government, particularly in 
an urban society, are ceaseless. More and. better 
social services; improved housing, a more attractive 
environment; improved transportation facilities, more 
opportunity for cultural activity and recreation; the 
very range and disparity of the demand can be frigh- 
tening, as indeed can be the consequent demand in terms 
of financial and physical resources. , And it is a 
corollary, if a seaming paradox, that the more these 
demands are met so yill the need increase to restrain 
and rationalise public expenditure, Lambeth's Community 
Plan seeks to do three basic things. First, it seeks 
to bring together, all related activities within each 
field of the Council's services. Secondly, it seeks to 
set out just what the Council is doing in each field, 
why it is doing it and what it costs. Thirdly, it 
seeks to set out the Council's objectives in the 
short and long term for the development of services, 
as at present foreseen" ,5 

Smphasis xipon systems of corporate planning does not exclude 
concern for structural reorganisation: corporate planning should 
be supported by an appropriate form of organisation, although 
the latter does not. guarantee development of the former (as was 
implied by the Committee on Management ) . Views- on the character- 
istics of an appropriate form of organisation, however, differ, 
in part reflecting different views upon the requirements of 
corporate planning. It is proposed in this paper to describe 
and examine two forms of organisation; one based upon the 
recommendations of McKinsey and Company Inc., for the city of 
Kingston upon Hull; the other based upon changes introduced 
in the City of Coventry. It is the formal structures that are 
examined, rather than the actual operations within the structures 

3 . Op . cit . , pp. 4l-48 ~~~~~ 

4, Butt E. "PPBS in British. Local Government" P.A.C. Bulls, tin 

..(November 1 970 ) p .43 • ' 

"An introduction to the Lambeth Community Plan 1971 - 1976 
(l'971 ) p.l. London Borough of Lambeth. 




,.'.t iibii the Council engaged the services of McKinsey and 
Company Ltd., to advice upon the overall management arrangements 
of the authority. The consultants identified "three important 
limitations" in the Corpratioa*s ability to carry out its task 
effectively - 

- It cannot decide on priorities among competing 
claims for scarce resources 


- It has difficulty in developing effective programmes 
to solve problems. 


- It cannot always ensure efficient and effective action 
even when decisions are made. 

The consultants made the following recommendations} 

" 1 . Recommendations for member structure 

"Fe recommend the appointment of a 1 -party policy committee to 
co-ordinate the activities of seven programme committees, which 
should include members of both parties, would assume responsi- 
bilities for services that have common basic objectives. Speci- 
fically, one committee would be responsible for each of the 
following groupings: education, social services, technical 
services, industrial development, housing, environmental services 
and recreational services. Five functional committees - for 
personnel, development control, management services, civic 
af fail’s, and parliamentary .affairs - would assist the Policy 
committee in its co-ordinating activities ....... 

Z . Recommendations for executive co-ordination 

An executive office should set up to assume the present responsi- 
bilities of the Town Cleric’s and City Treasurer's Departments, 

: and most of the responsibilities of the Town Planning Department. 
The Office should also take on the additional functions of 
corporate planning. Leading the Offices should be a triumvirate 
of officers holding the posts of Town Clerk, City Treasurer 
and Director of Community Planning. One of these officers should 
be designated chief executive and the other two deputies. In 
addition, an Of ficer * s management' group should be set up, composed, 
of the members of this triumvirate plus the heads of the major 
programme directorates* 

3 , Recommendations for the departments 

Seven programme directorates should be established, corresponding 
to the programme committees. The Social Services, Education, 
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Housing, and Industrial Development Directorates should be fully 
integrated under thier programme directors. The Directorates for 
Te clinical Services, Envi regimental Services and Recreational 
Services should be only partially integrated. Each Directorate 
world be responsible for developing a programme for improving 
the services under its control for 5 years ahead, and these 
programmes would be combined into a community plan for the City 
by the Community Planning Division of the Executive Office. 

4. Recommendations for management processes. . 

Our fourth set of recommendations are concerned not with organi- 
sation, but with procedures, lie recommend tint greater use bo made 
of the techniques of project management, rational analysis of 
needs, analysis of major policy issues, and of coherent financial 
planning” ^ , 

The organis ational structure is summarised in diagrams 1 and 2, 

At the committee level the primary concern of the consultants 
was with problems of resource allocation between sercices that have 
no obvious common denominator. To overcome this problem a 
hierarchy of choice was proposed} thus at the highest level the 
policy committee, advised by the five functional committees, would 
allocate broad sums of expenditure between the seven service 
committees, which in turn would allocate resources to the service 
within their terms of reference. To facilitate this descending 
process of choice, committees were made responsible for services 
serving a common objective. For example} 

"Recreational services is one example of a programme 
area, since it brings together all the activities 
relating to the leisure needs of the public. The 
progr' ■.■tme committee in charge of recreate nal services 
would be. responsible for determining priorities in 
that area by assessing the needs of one leisure 
service against another, say swimming pools against 
playing fields. The Policy Committee, on tie other 
hand, will be concerned with priorities at a higher 
level - i.e. assessing one programme area against 
another, say recreation against education”,' 

The consultants found it necessary to allocate responsibilities 
at the 'departmental level in a manner consistent with that 
adopted at member level. For, although they admitted that the 
programme planning concept ( the arranging of activities according 
to objectives in order to facilitate choice )” applies first and 
foremost to the organisation of committees” , it was felt that 


6. McKinsey and Company Inc., "HULL - A Turning Point" (March 
197*) PP ii - iii. “’of y/; A ^ : r ■: 

7. McKinsey and Company Inc. Op. cit. p,2-7» 
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adir- in is t rat 3 .on , education , estates and general ..ptirpses-, finar.es , 
gen >ral works, housing, interna yienfei friendship, planning and 
devi lopment, prblic protec tion, rccreatio:-, social services, 

: .r '.roportafcion and liighway:-, health. At the Centre of the 
ccs'ttee structure a policy commit too (a dawlopacjit of the 
•'pel cy advisory committee” established in 1 ■ 38 ) ' had its tor-rs 
of rt ferencc ro-drawn in 1 5 ) 6 '7 . n v'it& ' the general objective of 
ono.bl jig the* Council * to ; study the physical and Adcial /'environment 
of the* Cih'y ...n o whole, to aa:-8... its future ne- -• ’.s and to lay 
down f he major objectives* rot onoill. g cncywith' mother and 
deierm.:ning their priorities" 1 . llao . -'.ajor differences between 
the Hul r, v.ic' Got :.: try forms af organisation, however, are at the 
departmental level; in particular, .at Coventry: -- 

- t hore has jeen nc con trails at i n of junctions within the 
d eparts.. ntc A tl . , ch i ef oxucat.' v e o ff 1 c o r . In s fa fe ad t he 

. This ordering of ''unctions between denar trie n to according to 
objectives:- is aim: tar to the dept rt mental changes carried out 
■ by tho Conservative ftovernment . for examples "government 
•jepcir orients should be arganis&d by reference to the task to. 
be done cr the objective to be attained, and this should be 
t do basis of division, of work be tween departments Cimod , 
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chief executive officer has chosen to o p«j •?. without 

u e o ar tee n't a 1 responsibilities , except for iiwiiod srocro- 
'■•arrir assistance and the cervices of a single senior 
officer in order to emphasis-. ,J.s intention to work through 
"chief officer’s lo-ron" e.-op c.sod of the senior heads of 
department • The ; can moots no chip under thi: chairmanship 
of the chief executive offices.. It considers items of 
policy, prepares advice for the service committees as well 
as the policy oovaitt os , and. submits fed the latter ro common d- 
ations for the annual r :\ r < nuc budr t and the capital 
programme. Those formal tnoc *:irps arc supplemented by less 
structured daily meetings open to y ill hcacls; of departments, 
at which officers arc expected to ’’ identify problems which 
are likely to arise so that arrangements can be made for 
-.ling with tlion. • .pr.ss on to or ch ether the germs of 
ideas ... .keep each other informed of ( their) movements 
and . .... clear- many of their minor items which require 
consultation” . 


The lack of centralisation is reflected in the organisational 
location of three ’resource units’ within the separate 
departments of the city treasurer, city architect and planning 
officer, and the associate town clerk. Those units advise the 


chief officer's 


an upon "the demand and availability of 


their particular type of roeatrec (i .©. finance, land or 
rrrpcw or), not just in the short term, of the next year or 
even, five years, but also in the longer term of up tc 15 years” 


- there has been no attempt to reduce the number of departments 
through amalgamation or the appointment of directors . Ins t e ad , 
'•‘ho Council have retained the existing range of departments as 


the basis of their organisation, without necessarily accepting 


that the distribution of responsibilities is correct and will 
.remain unchanged, A network of inter-departmental teams has 
been superimposed laterally upon the functional organisation 
for purpos ■•s of co-ordination, Inter-depar tmer tal teams are of 
two main types - p ro gramma, arc.-, teams , responsible for consider- 
at ion of the impact of existing and alternative courses of 
action upon the objectives of the local authority (there are 
nine “earns, each concerned within of the following objectives - 
education; community health and well-being* public protections 
provision of housing accommodations transportations leisure 
activities s commercial and industrial developments physical 
environments general support) * and programme implementation 
control groups, responsible for large-scale cap tal px’o je-cts 
that require int er-depa i* tment al co-ordination , There a rb seven 
•groups concerned respectively with housing, education, trans- 
jP'-rtatien, main drainage , the central area of the City, iand 
i a • j s ajnbly and gon~ r • .1 . 


1 


The chief exectyive officer's chief roles were defined in 
his conditions of aap ointment ass ”(a) the initiation ar.d 


integration of the staff work of (the Council's team j of 
principal officers) to enable the Councl to make optimum 
use of its- expertise in dot ©Staining its policios* n (b)( the 
:f^cneral : , fiianagbrnent of fcheyCoiincil ’ s administration a&id the 
coordination or integration of inter-departmental off d\rt” . 


& 


y 
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Programme area teams and project; control groups are composed 
of senior officers (not necessarily of head of department 
status) drawn fr-ns several professional departments.^ Project 
control groups are co-ordinated by a programme implementation 
group. .Tlie 'programm'd . area teams report directly to the : . : 

officer's team. 

The Coventry organisational structure is summarised in diagram 3 . 
DI SCUSSION 

? v, o r conceptual purposes it is possible to characterise the 
above descriptions asrepre s ont at i ve of two 'types' or forms 
of organisation* Bull tends towards a hierarchical or 
monocratic form of organisations Coventry tends towards a 
matrix form of organisation.^ Tho former places considerable 
emphasis upon the achievement of co-ordination through the 
authority structures it is characterised by the centralisation 
; of authority at the departmental level, culminating in the 
: location of strategic planning responsibilities within the 
executive office. Coventry, while using the authority structure, 
I also emphasises lateral relationships structured around inter- 
Ijcpartment&l groups: the organisation '±S characterised by the 
Jdiffusion at the departmental level of both authority and 
I strategic responsibilities , 


I 12 * Dach programme area team and project control group is 'chaired* 

| by a chief officer, and members of the team or group are of 

1 third tier status or above . 

^3" Although the consideration of ^types' is useful for conceptual 
t purposes it is a less feasible exercise in practice. Local r 

authorities probably require a position that incorporates 
, features of both approaches to management organisation. (For y 

a discussion of the drawbacks of 'types’ see J. Childs, "More - 

f Myths of Management Organisation" , Journal of Management 
Studies, October 1970 ). 

l4 . Matrix organisation, in the present context, refers to an 

organisation structured according to more than. one dimension. ' 

At Coventry professional skills are the basis of the depart- 
mental organisation, (although not all of the departments 
are 'pure* functional types) with a second basis - project 
task - super-imposed upon it. The multi -dimensional' structure 
is in sharp contrast with the unit of command erected within 
the hierarchical (monocratic) structure establis .fed at. Hull, 
Further discussion of matrix and monocratic structures is 
presented in F.A. Shull et al "Organisational Decision Making** 
McGraw Kill (1970) j and D.I. Cleland and ¥.B. King "Systems 
Analysis and Project Management" McGraw-Hill ( 1 vtSe) . 




It may well be argued that neitler authority carries its point 
of view to extremes . Nevertheless, the distinction can perhaps 
bo used to contrast the rolaxivc weaknesses and advantages of 
matrix and mono erratic structures in the development of corporate 
planning 'n local government. For this purpose tho remainder 
of this ’paper io divided into two sections! cho former suggests 
characteristics that might bo expected of an organisation designed 
to sustain a system of corporate planning. The latter, which is 
further sub-divided, places the discussion within the local 
government context. It should be borne in mind that both Coventry 
and Hull were primarily concerned with reorganisation at the 
senior levels ;:f the local authority, and that tho following 
discussion is of the form or organisation required for corporate 
(strategic) planning. Other structural features may bo required 
for operational activities normally pursued at lower levels within 

the organisation. ”*5 

Corporate Planning 

Corporate planning is based upon the assumption that local 
services should not bo considered in isolation but as elements 
in a programme structured to meet the social, economic and 
physical circumstances operating within the local authority 
environment $ it further assumes that the programme should be 
prepared upon an unders tending of tho critical and salient 
relationships within these circumstances, and of the synergistic 
impact of local services upon them. The task of the local 
authority that accepts corporate planning in this sense, clearly 
outstrips existing knowledge . This paper assumes, therefore, 
that the form or, organisation required to sustain a system of 
corporate planning will be characterised by high innovative 
capacity and flexibility. 

Organ! sa Ions that emphasise the authority structure are not 
usually associated with high innovative capacity or with the 


15. Our use of the concept 'corporate planning* in local govern- 
ment is consistent with Anthony ‘ s definition of strategic 
planning: 11 t he process of deciding on objectives of the 
organisation, on changes in these objectives, on the resources 
used to attain these objectives, and on the policies that 
are to govern the acquisition, use, and disposition of these 
. resources,” •' "Planning and Control Systems* 

A Framework for Analysis" . \ 
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ability to adapt easily to changing external circumstances. 

Argyris and Bannis have examined the incongruent position of 
the potentially creative individual within such an organisation 
and concluded that the 'dependency effect' created by a hierarchy 
of superior-subordinate relationships is inimical to creative 
expression. ^ Other writers have pointed to the threat of the 
'ideas man’ to both superiors and. peers within an organisation 
that uses formal position and salary as the basis of its reward 
system, and Thompson, in particular, has indicated that the threa- 
ts more than outweighed by the ability of superiors to use the 
multiple opportunities afforded by the authority structure to vetc 
proposals emerging from junior levels within the organisation."^ 
Kerman has suggested that emphasis upon career advancement within 
the authority structure encourages conformity to .established 
procedures*, "....creative expression from a subordinate can be 
considered to be an attack on 'the superior- subordinate assumptions 
of the. traditional organisational model as it concerns technical 
competence, since it is a challenge to such competence and 
constitutes a form cf aggression against it. It is obvious that 
such aggression is less likely to occur when the object of the 


16. There are two schools .of thought of relevance here. One, 
following' upon t ho laboratory experiments of Bavelas, has 
•examined the influence of communication structures upon 
complex nroblem-solving, and concluded (sometimes inconsis- 
tently) that centralisation is not necessarily associated 
with poor performance. These findings are briefly reviewed 
by G.W. Be cher and F.Baloof ("Organisation Structure and 
Complex Problem Solving" - Admi nistrative Science Quarterly, 
June 1969). The studies cited ' in tiie above text, which! 
are representative of a second school of' thought, are more 
concerned with the ability and inclination (i.e. motivation) 
of individuals to put forward novel and imaginative contri- 
butions within the organisational rather than laboratory) 
setting. 

17,lAr.gyria- .a. "Personality and Organisation" Harper and Row 

(1957); ¥. G. Bennis "Changing Organisations" McGraw-Hill 
(1966). 

18.- Thomson 7, A. "Bureaucracy and Innovation" Administrative 
Science 'Quarterly (June 1965) 
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aggression is someone on whom one is dependent.” Proposals 
for c v ange involve the relative status o ' groups and a number 
of writers have traced the resistances of groups within 
established authority structures. ”20 

Matrix organisations would appear to remove some of these 
structural constraints upon creative expression and change. 21 
Use. of heterogeneous groups secures the diversity of inputs 
that are required for the diagnosis of complex problems, and 
places the individual in challenging situations where expertise 
rather than formal position is of greater importance. The indivi- 
dual is given a shared responsibility for the whole of the project 
rather than for a specialised part of it, and is encouraged to 
develop and adapt professional skills to meet the circumstances 
of the project. Matrix organisations reduce the importance of 
extrinsic rewards - money, formal status and position in favour 
of intrinsic rewards of task satisfaction and the esteem of 
professional colleagues. The effect, suggests Thompson, is that: 
"The interest in professional growth provides the rising aspiration’ 
level needed to stimulate search beyond the first-found satis- 
factory solution, and the perception of the organisation as a 
.vehicle for professional growth harnesses this powerful motivation 
to the interests- of the organisation in a partial, -fusion of goals .• 
personal and organisational" .22 

These features of matrix (or group) organisation - use of heter- 
ogeneous groups, wider individual responsibilities, and emphasis 
upon professional esteem - encoirrVjp'"~creative. expression. Other 
features reduce the risk that creative expression will be rejected. 
Project teams counterbalance the development of in-group sentiments 
and resistances to change by offering other satisfying relation- 
ships that focus upon inter-group effort. The temporary nature 


19. Korman A.K. "Industrial and Organisational Psychology” 

Prentice-Hall (1971) p. 93 * ■ 

20. Bums T. and Stalker G-.M. "The Management of Innovation" 
Tavistock (1961): M. Crosier "The Bureaucratic Phenomenon” 
Tavi s t qpir (196-1-) . 

21. There has been insufficient research into the performance of 

matrix organisations to provide definitive conclusions: the 
above statements are therefore of alargely theoretical 
nature . , 


22. Thompson y.A. Op. cit. pp 11-12. 
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of project groups ^ prevent them "becoming alternative sources 
of resistance. It is also more difficult for seniors within 
the administrative hierarchy to veto group proposals: "When a 
new idea is known and supported by groupings beyond the authority 
'grouping, it is not easy to veto it.” Multi pie -group membership 
helps to overcome the absence of a formal appeal by providing an 
informal appeal to a free constituency of peers". 29 

These considerations suggest that a matrix form of organisation 
might be more likely to provide the conditions that will sustain 
a system of corporate planning (despite the strains found within 
such forms of organisation^) although it is not clear from, the 
literature cited above whether the findings reported are acutely 
pertinent to senior levels within an organisation. 26 It would be 
wrong, nevertheless, to transfer the relevance of matrix organis- 
ation to local government on the basis of theoretical speculation, 
or from limited examples of its applicability elsewhere. Internal 
reorganisation of the management” -arrangements of local authorities 
has to take account of unusual and salient features of the local 
government system. The following features are considered below:, 
the professional basis of the service; its emphasis upon 
'production' rather than research; and the -position of the 
elected representative. 


23. At Coventry the programme area teams are ■ 'permanent' in that 
they have a persistent life-span, but they do not involve 
full commitment in terms of time from officers. 

24. Thompson V.A. Op. Cit. p. 14. 

25 . See, for example, Cleland aid King. On. Cit. pp. 172-3. 

26. Argyris (Op. cit) for example, points out that the frustrating 
embrace of the authority structure increases positively with 
lower levels of the hierarchy. More significantly porter and 
Lawler's survey of the literature upto 1964, "demonstrates 
that organisational levels are strongly related to both 
attitude’s and behaviour". (Properties of Organisation Structux 
In Relation to Job Attitudes and Job Behaviour" - Psychological 
Bulletin Vol. 64, Ho. 1', 1965) p.31. The resistance engendered 
by group identification 'however in a setting of status adjus- 
tment is almost certainly pertinent to the above discussion, 
and was a central premise of the analysis of the Committee 

on Management of -Local Government (op. cit). ... 
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Professionalism is the basis of the local government service. 

Nor all of -fee 'professions’ are of equal standing. Their 
common reference, however, is the professional association. 
Professional ( "consmopolitan" ) identification is only in part 
the result of intensive professional education; it is reinforced 
by the process of career advancement through inter-authority 
mobility, and the use of the profession as a basis for depart- 
mental organisation. It is the latter feature that struck the 
Committee on Management: ./ 

"On the' official side, English local government is rooted 
in professionalism. Almost every service has been made 
into a separate profession',^ backed by a strong association 
catering for the training of its members and the develop- 
ment of "the service. . . .Departmental organisation reflects 
this approach. There is a separate department for each 
service. When a new service is needed a new department 
is usually set up". 27 

The importance of departmental .and the professional autonomy 
usually associated with it is shown in the resistance to changes 
that are considered to reduce or remove that status. The slow 
emergence of the chief executive officer exemplifies this feature. 
The proposal of the Committee on Management that local authorities 
appoint .a central co-ordinating officer as head of the authority's 
paid service, with "authority ovpr other principal officers so 
far as this is necessary for 'ih£ efficient arrangement and 
execution of the authority ' s functions. "28 was not original, 
although the Committee's concept of the officer's role differed 
from earlier suggestions. 29 yhe Committee itself noted similar 
recommendations - put forward by the -Royal Commission on Local 
Government (1929), the Committee on Qualifications for Recruit- 
ment, Training and Promotion of Local Government Officers (1934) 
and the Treasury 0 & M Review of Coventry ( 1953p® Nevertheless, 
despite these recommendations the position of the Clerk had usual! 
remained on an informal basis. Only in recent years has the 
position of the Clerk as chief executive officer begun to take 
formal shape, and the movement is still not complete. 31 


27. Committee on Management, Op.cit-.- p. 18 

28. Committee on Management, Op^crft. p.47 

29. Greenwood R. et al. "Corporate Planning and the Chief 
Officers' Group" - Local Government Studies (Oct. 1971) 

30. Committee on Management Op.cit. pp. 28-30. 

31. Greenwood, R. ef.al. , "New Patterns of Local Government 
Organisation" Xnlogov Occasional Paper 5A (1971) pp. 41-56. 


A survey carried out ty the Institute of local Government 
Studies into the management arrangements of local authorities 
during the 1969-70 municipal ys ar~ indicated that of authorities 
covered by the survey only to had a principal officer who had 
been given formal author i ty (i.e. by explicit resolution of 
the Council) over other chief officers. Even in those oases 
where the position of the principal officer has been formally- 
recognised care has usually been taken in drafting the principal 
officer’s responsibilities to draw the limits of his authority 
explicitly outside the professional authority of other chief 
officers. Only a limited number of authorities have found it 
convenient or advisable to insert the principal officer’s 
authoritv into the terms of reference of other chief officers 
( Table 1 . ) 

Table 1. 

Principal Officer's 
authority written 
into the terras of 


reference of 

CC 

CB 

IiB 

All-' 

All other chief 
officers 


9 

5 

19 

Some but not all 

6 

10 

2 

18 

Mono 

: : 23 

24 

10 

57 

Ho answer 

1 

4 

1 

6 


35 

47 

18 

100 


It is against this background that the grouping or amalgamation 
or previously autonomous departments must be considered. Tne 
proposals at Hull are part of a wider movement towards a direct 
confrontation with the problem of fragmentation within the 
departmental structure. 

The Committee on Management proposed the grouping of departments, 
possibly to about six in number. 32 & variety of approaches have 

been adopted in a number of authorities but this proposal has had 
less impact than the Committee’s proposal for the reduction in 
numbers of committees. Professional resistance has been one facto: 
in this situation. Even in those authorities where changes have 
taken place there have been difficulties experienced with 
professional associations or with the recruitment of professionals 
to senior posts. " . * 


32. Committee on Management Op. Cit. 'p. 58. 
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These difficulties are not in themselves a criticism of longer- 
term departmental amalgamation. They are problems, however, 
that have to be faced in an attempt to establish an acceptable 
new system cf organisation in a relatively short period of time. 

The approach adopted at Coventry avoids the direct threat to 
the status of the profession. It can therefore be more readily 
introduced than the mono era tic restructuring implied by 
programme areas. This is an argument primarily in terms of 
immediate expediency. It would be wrong, however, to assume that 
expediency exhausts the advantages of matrix organisation vis-a- 
vis the profession. The above analysis of matrix and monocratic 
structures suggests that the former system creates opportunities 
for the integration of the profession” into the larger organis- 
ation ty opening up avenues for individual professional growth. 
Perhaps the wealmess of monocratic structures is not their short- 
term irritation of professional status, but their emphasis in 
the longer term upon extrinsic reward systems that are relatively 
alien to the adaptive, innovative organisation. 

It has been suggest© C'-so far that matrix organisation is 
appropriate for the .development of corporate planning within 
local'., government’ because it is more usually associated with 
certain characteristics that aye required for such a system 
of planning, is lesslikely to ’engender professional resistance , 
and harnesses professional motivation. It is debateable, however, 
whether matrix organisation will be fully able to counterbalance 
the strong centrifugal influence of the professional department, 
in local government. 

The local authority is structured to provide ('produce’) services 
that differ imperceptibly from those prepared for earlier years. 
Until recently there has been relatively little systematic res ear c 
into the social, economic and physical circumstances of the 
local services (hen ce~- £he__move meat for wider public partici- 
pation). Partly, the production-bias is the result of the 
statutory framework within which local authorities are required 
to operate. It is also the. result of unusual market conditions - 
the ab sence of competitive goods or services to indicate consumer 
..preferences, considerable (although not necessarily critical or, 
preferential) demands for existing services, -and the compulsory ■ 
consumption of other services. Jt is reflected in the emphasis \ 
upon procedures to control resources to be used than upon 
examination of the results to be achieved. The principle planning 
vehicles of the local authority^- the revenue budget, and the 
capital programme - determine'' die consumption of resources without 
indicating the anticipated benefits of expenditure in terms, of 
their contribution to objectives. 



To establish a system c f corporate planning, the production bias 
of the departmental structure has to be. supplemented by structures 
that devote sufficient resources to strategic considerations. 

The approach at Coventry relies upon the commitment of individuals 
to- the professional, department and the project team; it means 
that to be effective the pro je ct 'te an has to be considered by- 
officers to be equal if not higher importance than the department. 
In the short-term this could prove difficult to achieve - parti- 
cularly in. view cf the presentlimited commitment in terms of time 
given to the project group. Much cf the literature- cited above 
is witten in terms of project groups with full-time commitment 
to a project; the department is' abase to which members of the 
groups return upon completion of the task. Coventry is far from 
that position - programme area teams do not usually meet more 
frequently than on a weekly basis. This suggests that commitment, 
certainly in terms of time and therefore probably in terms of 
attitude remains to the department. In the longer term development 
of the matrix form of organisation may depend upon a realignment 
O/f operational responsibilities (undertaken within the department) 
to free members of programme area teams concerned with strategic 
planning. ; . g - . -gg./ 

'. , ' ovggg : g.' III ;|lg|;Vg, g" ggVv 

The discussion In the preceding sections .has concentrated upon 
the officer structure, primarily because it is at that level that 
the difference- of approach between Coventry and Hull is most 
marked. The officer structure cannot be appraised, however, 
withe v b reference to the implications of change within 'that 
structure for the role of the elected members. 

It is h.. /end the scope of this pappr to present a sophi si tic ate d 
description of the functions of —the elected representative . It 
Is sufficient to note that they include two responsibilities - 
firstly s a responsibility for decisions that commit the local 
authority to explicit courses of development; secondly, a responsi- 
bility for supervision of the administrative organisation to 
ensure that decisions are acted upon, and without abuse. The 
former responsibility is generally understood as the policy-making 
function, the latter as the- ’watchdog 1 function. Traditionally 
both functions have been secured through, the same instrument - 
the service committee ’responsible’ for a service department. 

The alignment of service committee with service department has 
enabled the elected representative to. receive coherent advice 
from the chief officer (although that advice might be of . limited 
perspective ) and to hold, that chief officer responsible for 
actions or decisions taken within.- tbe— d-epaptment* 


A monooratic form, of organisation follows the traditional, 
arrangement. It therefore retains the simplicity of traditional 
lines’ of accountability and ensures that inform ation to the 
elected representative is processed through a co-ordinating 
officer with .a duty to provide "consistent and coherent advice". 
Matrix organisation, on the other hand, confuses the position 
of the elected representative . It provides several possible 
sources of information without locating one officer to draw 
together possibly conflicting advice. It: also denies traditional 
lines of accountability, which could' lead to points of strain 
if elected representatives insisted upon holding chief officers 
responsible for actions taken by members of the department in 
their capacity as a member of a programme area team. 

The development of matrix features cculd therefore depend upon 
the willingness of the elected member to work through new and 
possibly confusing systems of infor mation, in which the member 
is less, concerned "with the source 'from which information is 
deirved than that it comes. In some instances information could 
be reported by a group rather than by an individual, an example 
of this is the chief officers’ group reporting to hie policy 
committee . It is by no means that members will be prepared to 
loosen their close reliance upon the chief officer as the- primary .... 
and unitary source of advice. The deve lopment-of-matrix features 
could also depend upon the willingness of members to separate 
-responsibility for the taking of decisions from that of adminis- 
trative supervision. The IraditioneCL instrument of accountability 
the service committee-.,. -may have to be replaced or supplemented 
by committees of inquiry similar to the select committees of the 
House : f Commons, Again, it is by no means certain that members 
will prefer or find it easy to divorce policy from supervisory 
activities. On the other hand, the long association of members 
with matters of detail rather than with broader areas of policy, 
could make such a separation a useful disciplinary step to force 
members of committees with policy concerns to focus upon policy , 

CONCLUSIONS 

The above analysis has •characterised two approaches to the 
internal reorganisation of local authorities. Both approssohes •" 
have a common "purpose - the introduction of corporate planning 
across the activities of the local authority. One; illustrated 
with reference to Hull, includes features that 'resemble a mono- 
crotic fo im of organisation. The other,, illustrated with 
reference to Coventry, includes features of a matrix form of 
organisation. Although theoretically it might be expected that 
the latter form of organisation would be associated with the 
high innovative and adaptive capacity required of a system of 
.■■corporate planning, both forms of organisation have advantage s 


- 17 - 


•and weaknesses within the context of local goiremment. A 
monocrutic form of organisation is likely to ensure that 
sufficient resources are devoted to the new planning system; 
and preserves the existing organisational position of the 
elected representative. A matrix form of organisation is 
likely to integrate the profession within the new planning 
system thus reducing (or removing) the likely source of critical 
resistance. The possible strengths of one system., however, 
are the probable weaknesses of the other. 

Further researches are required before the weaknesses and 
advantages of matrix and raonocratic structures in English 
local government will begin to be understood. It is possible 
that the Bains’ Working Group on Management Structures vail 
add to the present debate., -In the absence of systematic 
rese arches it i a -wo rth noting the opinions of F.J.C Amos', City 
Planning Officer of Liverpool C . B , an authority which was 
re-structured along monocratic lines upon the advice' of McKinsey 
-"■and Company Inc.: — 

’’Lhe esseirtial^joeed is to create, a structure in which 
there can be a high degree of. or ofejssinna 1 ^bqmpe tenc e , 
coupled with flexibility ’of operation. Perhaps the 
best v/ ay of achieving. these two qualities would, be 
to maintain (or establish as necessary) departments^ of 
professional competence, tut separately to create 
programmes and project directorates which would devise "" 
and manage programmes to achieve specified objectives. 

Such directorates would commission services from 
departments but would themselves be transitory; being 
formed when an objective was identified and being 
disbanded when it was achieved or radically changed 
or if the staff proved to be inadequate. The members 
of staff involved in directorates would be small and 
their skills,- in addition to planning |ind management 
would vary according to the objective. 


r. F.J.C. Amos ’’Planning strategies and implementation” Town 
and Country Planning Summer School, Southampton 1971. p.5. 





















It is on the objectives of -the individual that 
management by objectives focuses mostly. It is sometimes 
known as 'performance planning improving management perfor 
nines' or simply WBO-Jiere it will be called management 
by objectives throughput. ' 

-Even -at the ri sk of being over-cautions "it ' is Impor- 
tant, to realise at the outbet that management by objec- 
tives, like any other approach or technique, is not 
magic, it is not an instant remedy to management problems. 
Given reasonable conditions, which will be set out later, 
it merely creates an improved framework within which 
departments (or sections of a department ) can work. It 
is an attempt to introduce system into what is often - 
being done already, albeit perhaps in a crude fashion. 

What wall be clear is that there are real or potential 
•pitfalls and difficulties sad there could well be dis- 
advantages in introducing it, whether to a local authority 
■as.' s' whole or to one' specific part -of it. It .will be 
apparent that it /is easier to operate in some fields than 
others, that it -relies to a degree, as does PPBS, on 
measurement, on quantification which is not easy-some would 
say impossible in many aspects of the public sector's 
word. But again, as with. PPBS, the difficulty of measure- 
ment or--- evaluation is often erected as a reason for not 
attempting it. This has its. dangers and so of course does 
the. converse',, i.e* of introducing spurious accuracy in a 
field which is rightly the field of political values. 


Although we shall lay considerable stress on measures 
and indicators, it is intended to show here that provided 
there is an awareness of the possible dangers, provided 
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the approach' is introduced sensitively, then there are 
considerable .advantages to be reaped from it at all 
leyels and for . all sizes of authority or agency. More- 
over it ..need not be introduced as a whole system - 
some of its more basic approaches may be applied or 
'adopted, with ^ittl.e or no trouble and certainly with 
no adde-d expense. 

ihe. purpose here, then, is to' explain management by 
objectives, to expose its limitations and to give some 
constructive guidance on how It might be; applied in 
local government and the public sector generally. 

RELATIONSHIP BETWEEN PPBS AND MANAGEMENT BY OBJECTIVES 


As we' have seen a Programming Planning Budgeting ^ 

system casts a framework for policy planning and it has a3 one 
of its major elements the programme structure, the hierarchy 
of objectives of the local authority, beginning vpth the 
wide objectives and progressively- narrowing on moving- 
down the hierarchy. Often the distinction -between 
’objectives’ and 'means’ is a blurred one. clearly what 
*.at one -level is an objective can be. seen as a means from 
another point. The usefulness of the objective as a tool 
in PPBS op in management by objectives is that it relates 
one activity or operation -at one level to a higher level. 

There can be no' hard and fast definition of the relation- 
ship, between PEBS and management by objectives, nor 
indeed of the relationship between objectives and 
activities. There can only be a variety of ways of looi^ip.g 
at' and using these relationships and, depending on the 
purpo.se of the interest, some are more helpful than others. 

If PPBS is regarded primarily as a thinking framework, 
for planning and control, then it is perhaps more helpful 
to see management by objectives as operating more at the 
implementation end of the scale. 

Thus there is a series of different levels: 

(a) the local authority or agency objectives; 

(b) the departmental or sectional objectives derived from, (a); 

( c ) the individual officer’s most important t||ks in securing 
' or' making his contribution to (b) and hence'' (a). 



31 


- 3 - 


Perhaps a further ; tage could usefully he distinguished 
involving the review and feedback element: clearly 
all four are related and interdependent. Progress through 
one affects the others both upwards and downwards and 
to greater or lesser degrees. Management by objectives, 
in the model presented here, has its greatest impact 
in the area of the individual but with ripple effects 
to other areas. Pew of these approaches or techniques 
have clear boundaries and in fact attempts to erect 
them will very frequently undermine their value -it is 
the relationships between them that are often important 
rather than their separate characteristics. Management 
by objective can be seen as. something separate and can 
be treated separately from PPES- but it is much more useful 
when it is seen as an extension or even a part of PP3S. 

"HE SPIRIT OF THE APPROACH 

The consideration of the relationship between management 
by objectives and PPBS has concentrated on the two 
...as thinking frameworks. However, there is an important 
element, particularly -in relation to management by 
objectives, which needs treating with perhaps more care, 
unc. ...ostanding and attention. A common enough comment 
from those, who are cynical .about management teaching, 
management techniques or innovation in this field gene- 
rally, is that new approaches, new thinking and so on, 
are all right but 'people’ are more important-* 'people' 
hav^ to work the system- 'you have to take personalities 
into account'. The comment appears in a vax-i-ety"of 
.forms. It is a familiar enough comment and of course it \ 
is fully justified, hut only* if the comment is seen as a 
starting point for understanding people -for understanding 
human behaviour and the implications, in a behavioural 
sense, of the new "'approaches.. Too often the comment is 
made to avoid the issue, as if by recognising in words 
that people are important that practice authomatically 
embraces and enhances that importance, which is not the 
ease. The whole field of human behaviour in organisations 
is a vitjfELly important one. "We are not pursuing it here 
except in non-specialist terms and in so- far as it relates 
to management by objectives. One cornerstone of management 
by objectives is a participative or democratic style of 
management. This is based on the theory that; 


"1, The expenditure of physical ar:i mental effort 
in work is as natural as play er rest. She average 
human being does not inherently dislike work. Depending 
upon controllable conditions, work may be a source of 
satisfaction (and will be volunatrily performed) or a 
source of punishment (and will be avoided if possible). 

2. External control and the threat of punishment are 
not the only means for bringing about effort toward 
organisational objectives. Man will exercise self-direction 
and self-control in the service of objectives to which 

he is committed. 

3. Commitment to objectives is a function of the rewards 
associated with their achievement. The most significant 
of such rewards, e.g. the satisfaction of ego and self- 
actualisation needs, can be direct products of effort 
directed toward organisational objectives. 

4. The average human being learns, under proper conditions, 
not only to accept but to seek responsibility. Avoidance 

of responsibility, lack of ambition and emphasis on 
security, are generally consequences of experience, not 
inherent human characteristics. 

5. The capacity to exercise a relatively high degree of 
imagination, ingenuity, and creativity in the solution of 
organisational problems is widely, not narrowly, distri- 
buted in the population, 

6. Under the conditions of modern industrial life, the 
intellectual potentialities of the average human being 
are only partially utilised." (10.1) 

■v ,' v ’: . A -.'/ ■ v " 
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A system of managarfent by objectives, as well as 
resting heavily on this theory, also relies on a freeing 
up of relationships between subordinate and superior. 

It demands a fnahk, critical dialogue between individuals 
in this relationship and also, generally throughout the 
department or organisation it which it is being applied. 

'The object behind this is to produce- constructive 
information which in turn goes, towards the improvement of 
performance, of . individual officers, of groups of officers 



and e'-en the whole department. So often in any organisation, 
peers will raise, discuss, and complain to one another 
about the shortcomings of the organisation '■ but all too 
often the complaints are never put to anyone who is 
in a position to take action to all-eviate the problem. 
Conversely, an officer may be conscious of, even worried 
about, some weakness or failing in one of his subordinates 
but avoids discussing it with him when in practice 
this may well be the opening. up of the way to a remedy. 

Is it kinder to leave a man ignorant of his weaknesses in 
his . job or to tell him about them? There can be no rule 
laid down- it will vary, but if the atmosphere is created 
where criticism, 'both up and down, is commonplace, is not 
the exception, then the task is easier-it has a meaningful 
framework. The system, of course, cannot, or at least 
should not be imposed without some appreciation or aware- 
ness of the problems which are likely to arise in th^s area. 
Everyone involved in the -system will adopt his own approach- 

some 'exchanges will indeed be frank and fre e-others will 

step short at points, determined in the privacy of fie minds 
of the individuals concerned-others will be very restrained. 
The important point about the frank exchanges is that they 
are purposive and systematic. One-off frankexchanges are 
of very doubtful value and it is questionable whether they 
are yen : r -rdc . Many officers convince themselves that 
their is an. ’ever open door' -the comment that ’people can 
come to see me any time’ is common enough and belies the 
jfcrue state of affairs. Other officers convince themselves 
that by building up a. sense of camaraderie they effectively 
constr .ct ■ frahkco'mmunication channels. Perhaps communication 
is improved but if is unsystematic and hence biased and 
unreliable. But in any event almost all- communication 
is sieved either by' the 'transmitter' or by the ’receiver’. 

Criticism in these exchanges is not the complaining 
kind , it is not punitive, but the kind which examines criti- 
cally the work of each individual and the • conditions and 
environment in which he has to do it. The spirit is more 
.easily talked about •••than captured, but its importance for 
the success of management the objectives will become incre- 
asingly apparent as we move' on. The relationship, however, 
can., be- .seen- -as- a- dynamic one-that is to say, management 
by objectives requires the participative management style 
as a basis bat itself may well induce it. 



KEY 2 ASKS 


Despite the classic jokes about the tea-drinking 
public servant, it is mostly 1 true to say that he is 
an. extremely busy man, often overwhelmed day to day 
by a host of time -consigning , sometimes unpredictable 
■activities, many of which cannot really be said 
to be central to his job. Perhaps only about one- 
fifth of a manager’s activities are crucial to the 
achievement of his main work. The rest of the 
activities may be essential in the sense that they / 
have to be dogie by someone, but they are only perip- 
heral to the particular manager's job. In; other 
words, if the object is to improve' the performance of 
the department -through improvements in the 'individual ' s 
performance, then it is on these key activities that 
attention should be focussed, fhe first step clearly 
is to identify these key . tasks -perhaps five or six of them, 
are those tasks upon which his contribution towards 
departmental objective depends jnost . for the officer 
concerned, and of course for the department as a whole, 
it is more important that he ^fahieves reasonable 
standards of performance in these areas, rath# r than 
excel in those activities which are purely marginal. 

The identification and subsequent analysis of* these 
key tasks is one of the important features of management 
by objectives , 

-l- : . ;■ t V, ; 

A helpful way of arriving at key + asks is 1 , for the 
officer to list- his activities or jobs, and subsequently 
group them into five or sfx key tasks. It should not 
stop here, ]hdw|ve;r, Merely considering present ' activities 
is insufficientNit spells ; stagnation. The key tasks 
must be looking to what should be rather than what is. 

key tasks analysis 

V ; V -.k; ■ 1 - -U- '1/ -''V -p' ■ ■ 2.-':^; :'v : ■ Vv. voY; 

The identification of an officer’s key task is not 
necessarily simple,, but even when it has been done 
it is of limited value in isolation from the key 
tasks of othpr officers in the s ame department or section. 
Clearly there is a relationship between the key tasks 
\ 



of all personal within the department- their key 
task should interlook and the relationship could he 
explicit. The. aim should he to achieve a fully 
integrated set 'of tasks compatible with those of 
departments as a whole. The importance of relating 
“the tasks, of one officer with those of his superior ' 
and his subordinate is perhaps self-evident but it . 
con b-. ".thrown into sharper relief when one .compares 
the view of what,, for example, a - Chief Officer regards 
os his own and his deputy's key tasks with what the 
deputy sees as his own and his chief's key tasks. 

■The results of the comparison can be revealing (and 
embarrassing). Only when tasks throughout a department 
are integrated can the system b- gin to be useful. 

In the first instance the process of key tasks 
analysis is undertaken by the individual officer 
himself by defining his own key tasks. Having 
established to his own /satisfaction what are his key tasks 
the officer himself then attempts to identify or suggest 
his results to be achieved or die standard of performance 
in' relation to each key task. 'What we are seeking here is some 
indicator by which an officer can judge to what extent he has 
been successful in achieving or completing his key tasks. 

Thee.: will take a variet of forms, Hie standard will some- 
times oe a continuing one. For example ■ a treasurer responsible 
for payment of wages and salaries may be expected to have in- 
.accuraey in no/ more than one payment in five hundred. This 
typo contrasts' with the .target where an officer establishes a 
time 'within which some particular project shall be completed - 
a or, riect which is distinctive and not likely to be a regular 
feature of his job, at least not in the same form, in example 
might be an architect required to complete designs for a parti- 
cular project by a' certain -date. Wherever possible the results 
should be quantifiable. This is ' easy -to say and not- so easy to 
achieve . It should be possible however, to give a conveyancing 
solicitor ,' for example, some guidelines as to what is a reasona- 
ble turnover of conveyances. True, there will always be the 
awkward case which may take many weeks or months but this does 
not deny-, the underlying pattern of. turnover. If the task Is to 
deal with conveyances speedily then a guideline can be accep- 
tably set.'- On the other hand,- spee f d is not always the most cru- 
cial factor with conveyancing- there are many occasions when it 
is irrelevant. .' Obviously each task has to be probed in this way 
to uncover useful standards. There are obvious dangers in stri- 
king 'false measurable standards. An absolute measure is more 
often' than not impossible- spurious measures may be invented 
which in the event are possibly counter-productive. As much as 
anything else the individual officer needs some helpful indica- 
tion which he himself may use to judge his performance against 
the tasks he has identified. Any measure which fulfils this 
function is a good one. In most cases there will' not be one 
single measure but a range-: of measures or indicators related 
to each key task. It is the combination of measures which 



will most frequently give the officer the information |®^efuir.f=r-iv 
be requires to '-judge his own performance* 

speaking in general terms about measurement, e*g* 
identifying pitfalls, sounding notes of caution is 
relatively easy but in practice not much has boon done 
in the public sector and certainly nonthing that is 
entirely satisfactory . In Figure 10*1 an attempt 
hag been made 'to draw up a model of a Shief Officer's 
key tasks performance indicators. They arc discussed 
in more. detail later but are perhaps a useful referenc'd 
point at this stage. It is important to realise that 
these arc a Chief Officer's key tasks which differ 
in the degree of specificity from qn example at a 
lower level, 

impart from the test of usefulness which we 
have mentioned, there is another crucial factor which 
may determine the validity of a standard of performance 
and this is the availability of control information* 

Obviously if there is no way of telling how long 
individual conveyances take to complete, there is little 
point in adopting a turnover standard for the con- . 
veyancing solicitor - he has no information. The question 
has to be asked, 1 If the information ia not available, 
can it be made available and if so, at what form, 
or if it is control information he requires is available 
and in what form, or if it is not available, what he 
requires, how he seos it being collected and so on. 

The final component of the key tasks analysis 
is a statement of what' action he, the individual, 
can take to improve his performance, the action he 
thinks his superior should take and what other • \ 

steps he feels night be taken possibly at a higher : 
officer or member level towards the same end. Some 
examples of the sort of action involved here nay 
help to illustrate the point. The developnont 
control planning assistant ray agree or reorganise 
a whole series of procedures in his office to speed 
up part of his work* This he can do himself* He nay 
also, however, want to reallocate work such as the 
plotting of planning applications or the answering 
of land charges as between members of staff the sane 
section or he may want to have better or different 
typing arrangements, all of which may require action by 
Ms superior. 
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The sort of thing which would require action at a 
higher level than his immediate superior night to the 
appointment of additional staff, . the purchasing of 
now equipment or the adjustment of his area - . -.for 
development control purposes* Other "factors which .nigh 
appear hero, the exposure of which, - like- all the ■ rest, 
should ho encouraged," are things like an expression 
of the- ncod for some form of additional training . ' 
or guidance* For example, some officers have . 
difficulty with report writing* Another possibility is 
inadequate authority or some other .limitation or problem 
which affects the officer’s performance* 

Each authority, and department will have its 
own ideas and needs in this respoct-the examples are 
given as guides. The important thing is that the 
system actively induces officers at whatever level 
to give consideration to their working environment 
in a wide sense ana to suggest ways of improving 
it,. relative to the achievement of his key tasks'* 

In practice it nay be helpful tq use a standard- form, 
to assist the officer in undertaking his own analysis. 

So far the analysis has been carried out by the 
individual officer himself. -It now needs to be discussed 
between him end his superior who will have been analysing 
his own tasks. Their discussion will bo structured 
under various heads and making mutually agreed changes, 
they will eventually establish for the subordinate; 

(a) The key tasks* 

(b) l,xe results to be achieved, 

(c) The control information which it is. reasonable 

for the officer to have. ' 

(d) (i) The suggestions the officer has made for 

action he can take. 

(ii) That which the the superior might take. 

(iii) The items for action at a higher level. 

At the end of this process of analysis each in- 
dividual officer has his plan of action for tho period 
ahead, usually about six months or so~ it is known- — ' 

sometimes as a' Job Improvement Plan-complete with- tiio 
agreed supporting action, of his superior. 



JOB. REVIEW 

A pre-requisite of any system such as management, 
by ob jectives AS" a review procedure. This takes place 
after about six months- from the operation of the first 
Job Improvement Plans’, There is nothing magic about 
six months-in practice this is a convenient period 
and may be varied either way. The review comprises a 
discussion between the subordinate and superior , 
with the management advisor in attendance and possibly 
the Chief Officer at a sample of interviews. The 
results or standards of performance set in the plan 
are discussed in relation to- the control information. 

If the results set have been achieved the- question of 
whether the standard .should be set higher is discussed. 

If the results have not been achieved there ip no 
recrimination or blame- rather it is used as ap 
opportunity to find out why. In many cases, particularly 
at the first review cycle, it will result from on 
over estimate on the part of the individual as to 
what was a realistic target for him to achieve. 

There is a tendency always to over stretch. Hie 
approach, having discovered shortfalls in performance, 
is jointly to decide on remedial action, 
viig; - ' ' ■ ' | , /. \ ■ if 

The review stage is. not 'only directed at the 
subordinate from superior level. It will be remembered 
that at the analysis stage, and subsequently in the 
Job Improvement Plan, action of varying kinds was . \ 
agreed by the superior dims elf. In other words , ?• 

to assist the subordinates in the achievement of his 
performance standards, the superior undertook certain 
supportive action. The review period ext mines his 
performance in respect of these. 

Out of the discussion 4t the review stage will emerge, 

(a) A revised set of results or standards of per- 
formance, some of which will remain, some -stepped 
up, some revised downwards or even eliminated. In ■ 

the first review period and may be at subsequent , j 

reviews the key tasks themselves maybe seen to be 
ill-defined and they will bp reformulated. 
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(b) ’Action' to be taken in the next period to improve 
performance or assist improvement by 
(i) the individual officer 5 

C i 1. ) the superior- 

(iii) a. higher level. 


(c) Some indication of appropriate training if this 

is necessary e.g. report . writing, project control, 
or perhaps some specialist technique relat'd 
to the post in question. 

From these results the revised job improvement 
will be compiled and the cycle repeated. 


DEPARTMENTAL IMPROVEMENT PLAN 

It should be clear now how each officer’s key tasks 
are closely integrated with those of his peers, his 
sup eri ours and his subordinates and how these combine 
together to achieve the department’s objectives. 

During the whole of this process will 
have emerged a range of items which seem to require 
action at a fairly high level, perhaps for the Chief 
Office^ himself or may be a committee or ev n the Cou» 
cil. >.iy Chief Officer who is a anxious to keep his atif 
department's performance will show close interest in 
these trouble— spots. These are the items which have 
be n identified by his staff as impeding the work 
of the department. Some the Chief Officer will already 
know about, perhaps not in detail, but there will be 
a large number about which he is totally ignorant. 

Some will come as a shock. His reaction is extremely 
important. Many Chief Officers will- instinctively 
blame the management by .objectives system* other will t 
try to rationalise the trouble and will onoose to 
ignore what they have been told. The Chief Officer 
who regards it is important new information bearing 
heavily on the efficiency or effectiveness of his 
department will look at it critically. It should prompt 
in him questions which he will aks and will then result 
in his agreeing to take action on some of the points 
if not ail of them. He will discuss this with the 
management advisor a n d out of these discussions 
will be produced the Departmental Improvement Plan. 

It -Jill' relate closely to tb.e separate job improvement 
plans and will similarly hav§ results to be achieved 
to it. Moreover it will also be subject to review. 
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Some- management by objectives exercises begin with • 
a Departmental Improvement Plan or at least begin 
by looking at objectives of the department and 
secti .ns of it which resn. ts in this lis ' of topics , _ 
being put to the Departmental -head . . It is the 
way some parts of the Greater London Council have "! 
operated/ Its attraction is that in the first instance 
it does not focus on individuals, but on' groups or 
sections and insofar as it is impersonal it perhaps 
is more likely to command sup. ort and attention,. On 
the other hand it can be seen as a way of avoiding the 
issue of the individual in his job which sooner or 
later has to be faced. 

IMPLIMEiKJZE ION AND IIS PROBLEMS 

At first thought it is tempting to write an 
instruction- raannual as to how to go about implementing 
management by objectives but this would clearly be a 
waste of time. There are no ’off-the-peg 1 answers. 

What is .useful, -however, is to be aware of the many 
pitfalls and to understand some of the disadvantages 
and dangers . 

The most obvious danger, and despite this the most 
commonly experienced one, is when the staff involved 
do not know what is happening, when they have no basis 
for understanding the system. Particularly for an f 
approach like management by objectives, which has 
at its centre a strong participative element, it is 
vital that the staff know what it is all about . 

There are a variety of ways of doing this -films;, 
lectures, case study exorcises and so on. Whatever 
method is chosen all. too often the explanation is too 
slick, too glib. It is presented as magic when it 
is not-the weaknesses are understressed and expectations 
are. raised too high or the converse is the case, 
that; resistance is high. A frank exposure of the diffi- 
culties likely to be encountered as well as the bald 
explanation of the system and its. merits is much 
more useful to intelligent people than the (hard sell 1 , 

> One of the most difficult aspects to explain, 'to 
justify and subsequently use is, not surprisingly, 
the measurement of performance.' Performance standards 
will cause trouble iiot only because they are troublesome 
and difficult to establish but because some officers will 
stubbernly insists that their job does not lend itself 
to measurement* The. warning to the Management by 
objectives addict is that they are probably right. Advo- 
cators of management by objectives who press hard for 
precise, numerical measurement are probably doing a 
good deal of harm. We can only stress again here 
that a performance standard or a combination of standard ; 
a ■ a - : ' 


kvu, precise or a vagu. indie- tor, which 


ciie ojl '- 3 -.M officer to jus. " ills p..a\for:.fiacc i tana., re’. oi 


m -mat' 
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coubinatioh o:? stand, ’.re’s , in whiter .a; iora, precis., 
or v-. ;aio indicator, which ; c nabl an oi free':: to 
judge his pyuCornanc .aims '■:“h:r; 1:7 t n.'ir.i is a rood 


one. Shis is -one o:? th: asp opts which, ay • meet us .fully 
stress ' in the Vry curly stags s . n 

p--. cause nanny unit by* obj ' ctiv • r r.-liac on 1 
part icip- ' ion, on or it reals .1::'- cxmiin.rcior, on appr-.isal 
by yorkin • associates and on a. fr '■ . exchange, a largo 
part of the staid mus : be tfommirtad to it end 
especially at the top, Th ' potential strains here are 
enormous-* There ary possrol; strains associate'’ with 
the role or th raanagc~ricnt advisor if one is involved, p 
especially at blip point of the sup 0 1 i o :?/ sub.or di na t o 
relationship. 


It is at this point too that another dung nr at... 
be pros ait. The whole oysters is p:. rticibtj.v ■ aid. 

* democratic* but a'; the sa : tiro, of course, it 
throws into stark relief the hierarchical nature o- 
th organisation. 


There arc /.any situations certainly in local 
goyornmant whore, although a formal hierarchy a.aists, 
it is x it Ay at the for afro it in the working situation. 
For ..-scanple, In many architects 1 depart: .vent.- or 
in the social work fi .Id, in sc a. olaniifi; offices. 
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p- rsist mtly explicit the underlying formal horarch; 
nay be a disadvantage * Iter 
■10di.fi... i and attention perh 
than the individual* 


/he. 0 st aa ne ds to op 
a; focussed on the group 
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It ie eo easy to become obsessed by the system 
its If chat it esc.p '.e our notice that what w- have 
dona is no mor° than introduce a sledgehammer to crack 
a nut ( and sl dgehanmu e don’t even do that very well). 
Clearly the degree of sophistic: '.ion, th: effort and 
resources devoted to it must bs/r a sensible relation- 
ship to the likely results to be achieved. The people 
to consult about management by objectives re tin 
consumers not the ardent advocates • Thy "system can so 
easily becopv the cuckoo in the nest. For example , it 
is quit- easy to ge.nr,.t- a form- filling-in procedure 


w - n -ich is time-consuming and counter-productive in that 
the officers filling them in may become blase, 
derisive or even bent on sabotage. The amount of 
control information and form- filling should be kept to 
a minimum. The system should ideally be set up to 
encourage the individual himself to want information ' 
for him to judge his own performance and to want 
to discuss it with his superior. Seen in this light, the 
system is much mere likely to be a success but again, 
success can only be judged insofar as those involved 
sec it has been helpfulto them. If they do not, then 1 
it needs looking at afresh. loywowl 



MANAGEMENT, lEPQEMAglCW SYSTEMS 


JaGDISH C. KAPUR 


DIIAl A. 5 DATA? 


SEP OP FACTS, PIGGIES, STATISTICS 

neay be unrelated 
-racy be unto terpre ted 
-may not have been, organised 
•^cay not add to our knowledge 
-may not surprise us 

IS EgOEVJClua? . 


Be suit or product of a process 
- Derived frep data through one dr more of the following 

: _ . «*-* . 7 * ' •• r. 7 

« w’olle et ion 
~ orgardLsati Cii 
W analysis 

- sunnar ie at i qn 

- extraction 

- compression 

- fi Iteration 
— ■ eondensaticn 

' ^formation is a piece of knowledge that 9 cn tains an 

e le.no nt of 

- surprise ' ..... 

- uncertainty (l^'aeure .of Inf orat ion) ' 

<*. unexpected result ■ ' 


'1LVT IS /, SYSTEM? - .. ■ n tv - : I : . ‘ V 

-.-,7: 

, . . * /-it ? 

. ... Group or set or collection of elements which are 
ponneeted in sash way and directed to s'dpp' purpose or &b,iestive 

A system always exists within aji ynv.ironiaBht that 
provides resources as in puts into the system and' 'adopts the 
products or services as" outputs ’of the system. ■. 

A system is. gptw$r.$ dofi^ li#.’ i..e...|f is 

to rchieye something, It roust ‘'ensure that the puypofe for 4 '' 

- f -5 “j- rn-4- «e* <i «w* — n jithCV v-vyS *1 flS&rhl'H .-■» A " . .. 
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Thus, a system has four basic ‘parts 

* Input 

* Pro cess ■ 

Outfit . ■ 7 ; . 

■■■ Control 

VI ich are interrelated and the system operates within 'an 
enviromaentT 

An essential relationship in all systems is the feedback loop 
which is designed as the means by vshieh the system controls its 
cwn operations and takes corrective and preventive (for faults) 
rations so that the system' functions in the proper manner to achieve 
its goals. 

ike control element measures and compares the actual output 
(performance) with tl& 'output needed or planned or expected for 
goal achievement. ' ' ' 

l/'iriC.' h. 7'77' : ; ■■V'.-;!;,; :’r;r.'il p'Pit V,! ." ii'r'' (r . '"M'ti V'-lV 7777- '■■"i;..' ;h.7 ,777'7' :'i tj' i.r; ' ugh 'ip:.: 7 . -h;. li' 

. . * * . 

The control element signals the input and ..process elements to 
• ^continue operations (activities, steps) unchanged 
*piodify "and then continue -’■■■• 

*stop 

The poptrol element indicates whether the objectives (plans, 
forecast’s, norms, targets) should be changed, inputs should be efaangcd 
or things ‘should be left to' hafure to take their c v/n course’ 
of action. ' . ■ . 7 ■ ’ ,7 r 7 7 ■ . ; 

A aye am could be an instinct ive or automatic s ystem i.e. self 
regulatory or self controlling "system e,g. human- Respiratory 
System, Voltage HeguiaiSor (aufomatic transformer), Automatic 
Clutch, Gear and Speed System in a motor car. 

OS , . 

A system *o i Id be a. Manned System like an Administrative System , 

■a. business house , an industrial .organisation, ^Planning- System* 

Tt/JT IS I1BA0SSEST? ■- 

* Selection, of objectives 

* Judicious allhcaticuTof ‘rosourees ' ■ 

- * Srawiag .operational plans and schedules 

x h Control progress and achievement, by’ evaluating 
performance through, feedback, * 
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For managing , we --generally carry out the following functions 

* Organising 

* Staffing 

* Directing 

• ^Coordinating 

* Budgeting 

* Reporting 

The process of management implies that decisions will be 
required 

feedback; on. results would mean taking more decisions to 
modify alternatives , to reallocate resources, accept the 
course of action i.e. leave to circumstances or nature, 
postpone decisions. 

WHAT IS A iiffil AGEl-IEHT IHFORMTION SZ STEM? . 

A Management Information System is an organised method 
of providing past . Present « and projection information 
relating to internal operations of an organisation and 
external intelligence . 

MIS s.. arts the planning, control and operational 
functions of an organ isation by furnishing uniform 
information in the proper time-frame to assist the decision- 
mpking process. . 

A Mar- gems nt Information System is a group of people, 

■A set of methods procedures, manuals and data processing 
equipment (elements) that select, store , process and 
retrieve data (input) to generate informal ien( output) in 
a meaningful form for Managers (Executives) aid for 
environment „at. the time when it can be used appropriately 
effectively, and efficiently. : The purpose of anmis is to 
re duce( control) Uncertainty in decision making-. 

Definitions of MIS imply tl-st it -will- provide 

* Timely 

* Relevant • 

"Accurate information in a 

... - * meaningful form 

■Which, will "enable management at all levels to- make decisions 
: ; aimed'- —at- -’optimising (achieving) goals , of the organisation. 

This information w2i.l be concerned with both 

* The internal operations; and 

* environment of the organisation. 
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IEVBIS 03? SYSTEMS WITHIN AM CMAHISAIIOM 


1 . Strategic leve 1 

2. Tactical level 

3. Operational level 


Tic Strategic *tevsl is concerned with 


long-torn plans ■ 

Tolley Matters 
Teals and Objectives 

Silo JJ cvel should -. yes pond to the needs of the environment lilne 
the Government and c onoub. it y (stockholders, competition, customers, 
suppliers also in the case of bus tee ss/i^dus trial organisations) 

This level should also respond to the needs of the employees at the 
Tactical and Operational leve is . 

Strategic %vel Provides the official oorraanioation link between 
the environment and the organisation through \ 


Annual Be ports 
Press Releases 


tbe 

l 

I 


Statistical Reports / 

Ik Sports . • 

Advertisements etc. •' 

/ 

The Sir ate gi* label a%o generates polices and procedures which 
determine the typfe ' -ap4 degree of interface between the other system 
•'hvelg (TacticaJ and 'Operatij. erel) and the envirernent. ' 


The Tagtica.1 level 

The Tactical Igwsl is concerned with sbhrf-terE plans ? usually 
?f . oiie" to %ree -years ’ duration. 


This level ^ranslatis Ife® long ^ 
general operational plans. 


and objectives into 


: --v\ ■ 


This level Coordinates rhe activities of the Operational levels 
to remove ambiguities in understanding and .interpret atiogp, . emulsion 
in .procedures, ’and at tempts or efforts to work at gress-purposegs. 


She Taeticajl level generates prforgiaticn needed hy the Strategic ■ 
level and the environment through fllteration and distillation of 
de tailed rei ports received froig functions at tfie 

O^erltiepa^ \ve 1 , ' '* 
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This level helps: the Strategic Level, in designing and 
ac corap listing goals which are real! st ls , achievable, and 
Ion- ~ tar..x in nature. 

The Operational Lev s i 

The Ope ration al" Lev el is Me sponsible for carrying:, out the 
plans given by she tactical level. 

This Level translates the short-tern plans from general to 
the specific. ' : - 

It utilises resources from the environment 

It generates the output like gods, services, information 

This level represents the- actual interface with the 
environment, 

EEL ATI CHSHIP BST.ME3I._MLS? mMmMMLUM 
'• ENVIROKMEN T 

. . a . •' ; ; : ■ gr: ; v a. ■■■■.;. T g j v g ■■ A A;> : ■/ . : :■ f. A A A .'A ■ ■ A,-.' ■ ■ 

Information and data flow from the environment. in to the 

Management • 

Management lermiilates the objectives and plans and sets the 
goals, standards, norms (expected performance) 

Inform a si oh and data flow from the management (in terms of 
decisions, plans, fore-casts, targets, etc)- and .from the 
environmen t (inputs and processes available., Government 
policies and procedures etc,) into . 

HIS (Computerised or ncn-computerised) .process the inputs 
and provides • outpputs in the form of reports and documents 
to the different Management Levels .and' to the environment 
so that the objectives of Management .and the environment 
ate achieved, 

; WHAT TIES OF IMOMAflC^ SHQUITI 

1. Information which creates need for taking one or more 
decisions about objectives, plans, targets, resources 
(inputs') 7 processes, outputs, etc. ' 

2, Information which represents feedback on. decisions 
(particularly, performance) . This would create need for 
more dscisio s about the different courses of action open 
to the Management. 



48 ; 


а. Infer uiatlon about the performance of a function.', on -which 
the performance of another function depends, 

4, Information that me a a. res the impact of decisions, either 

before or after- they a- e made (About financial and human 
implications) - " 

5, Information that measures the environment , 

б, Information that reacts in an appropriate time frame, 
to enable us to learn of the development of potential 
trouble areas in time to t ake action, 

WHAT REPORTS SHOULD BE GENEtUTED? 

If a report does not have an element of surprise, why 
generate it or ask for it? 

(■c rente ‘Impress-ion,- showmanship) 

. ” I want, to know the facts about what is happening in the 
organisation ' 1 

Because, the facts are too many and keeping track of them meal 
getting bogged down in day-to-day ■ pontine matters which keep 
the executive busy all the time, • 

Therefore no time left for creative work, for actual decisioi 
makx ug « 



Ask for exception reports' where, 

. - actual performance deviates significantly from expected 
performance 

- eurative and preventive management action is suggested 

Arpange for brain stDrming sessions of executives involved 
at dlff erent' -level s,- the - oucane of which should speci fy 

- what is to b e . done 

- by whom 

- by what date 
I > report back 

C.regte -confidence and mutual trust about not -reporting normal 
'things* ' ' / 

- no news is good news 

- lesser is the number of visits of your family doctor, 
the better the doctor he is. 




Prof,. Ihavaraj 


1'. . Performance Bidgeting is generally un ?er stood as a 

. system of presentation of public expenditure in terras of 
function s* programs, performance units viz^, activities/ 
projects etc, re fleeting, primarily, the goye^nsasn tai out - 
put and its cost, in "accordance wi th '-ou.ch a. > functional ? 
cl assi fleatton the term ^program* related to a hi gherXevel 
. of organisation embracing; a number r of ...perfcm^anee units; 
though _ a t ' times, in the.. budgetary pailajroe, .jfefc terms 
{ ?ro' , grdr r ' aad'-perfoimian€»t.^dge%i3l'ig have' , 'bees‘nrse^WTe jL 

- or le. ss -iirteToaan ge ably , In re cen t .hytstem' ‘of . cl 

..ion in-tems of ftrafefcions^ pb3^«3h£ pro'g 2 ^^-.and-pr 0 ;gnaffl 
elements with -da view to. -in te g ra tin g >lann.in g -an d progrsnn»~ 
in g with 'budge ting*.. -h 

Kie .^Program Budgeting 'System fcentiis.. 

" needVfdr eleaity '--4ef5iis.d objectives;, choice. 'between 
• alternative pro gram's -'based on their cost-benefit, impli^t- 
ions'; spelling cut of tie fu tare. . cost reperca salons of 
ne'arwte m. liman d al comsitmen ts etc, Ih e s-secce ¥ pro gram...- ■■ 
.Budgeting emphasiae's the need for over-all program- manage^ 
s&eut.in; the-'li^rt of long-term-., objectives^. Ere keynote- ox 
■perfo nuance ;■ Bidgetin g, ; on the o the r. ban d,- 'has been... Imp^ccr^*-- 
ment of .internal' management on the basis of the volume of 
: work to be. ;acbomplis3^dX.;during a fLumcial. year) and it?. 

' eo/stf, . .''l2Dn.se queiitly, Performance _ Budgeting, involves the 
development of more eefiiied management to.ols such-, as *&££%,..„-■ 

; measurement,: performance s.cam&agds, unit co sts etc, . 

3~i '■ ■■■ "Ba a planned Economy, it .is' logical -to think 'in .. 

.■'■teals of budgeting both as the nearest link in. ■' a. weil-p 
integrated sy stem of planning, programming and- budgeting 
■'and as a tool of management, providing^a system of 
information for decl tion*<aak±ng% .coordination, evaLna'b- 
'ion and control to appropriate levels; of the organisation^..; 

4, ''''‘'Besides favouring a rolling” plan (as against 
r terminal 1 five or six-ye-ar .plan) an- Integrated program 
budget would demand a clearer expression of. national ■ ... 

programatic go a ls, foroulation of alternative programs' \ 
with the delineation of their cost and output stre aias? . ehoi-oe- 

- ■of programs as well a s the determination of _an 'order < ot 

■ priorities on the basis of' their relative, costs anc ^nefif s-o 
‘He se are indicative .of the high degree .of sophistioalhon 
-■ in the techniques and practises of planning and' programming - 
that needs to be attained" in order to. en.su re a rational 
utilis atioh ’■ o f the national re -sou Jsce. s , Pe rfo nuance Budge ting 
could be the basis of such' a supem^ mature* . , 


5, The managerial potentialities of budgeting nay be 
developed through: (a) the classification of public expendi- 
ture ip/ terms of functions, sub-functions, programs, 'sub- 
progiamia, projects/aet5.vi oiesj works/tasks;* (b) the establi- 
shment, . improvement and extension of activity schedules 
for - all measurable activities of government; (c) the esta- 
blishment of work outsat, employee' utilization standard or 
unit costs by objective methods; and (d) the creation of 
related cost and. performance recording and reporting system* 


6a The re as the classification of operating expenditure 

is in terms of functions, programs activities and' tasks, 

’th a t of ’ investment expenditure is in terms of functions; 
programs, projects and works, The.U;N. Manual for -pro gram 
and Performance Budgeting. has defined these terms dearly* 
Functions represent broad groupings of ope rhii on s that 
are directed towards .accomplishing a maj oh "purpose, on govern- 
ment* Programs refer to broad categories within a function 
that identify and products of major organisations. In the 
operating categories, it constitutes an instrument for 
performing functions by which goals- csould-.be set and realized 
by high-level administrative units* - As sh" investment 
Category, ;a program constitutes an : instrument for establi- 
shing targets to be achieved through an integrated set of 
establishing targets tc bh-' achieved through an integrated 
set of -investnaEnt projects. Complex programs'' are 'divided 
into sub-programs to facili.tie.te execution in specific 
areas* ' Ah' activity refers' to a more limited- .division of 
action geared. towards the attainment of the .'goal's of an 
operating program or sub-program, involving processes for 
whi ch. an in te rme di. ate p r . a lows r-le vel admini s t ra ti ve uni t 
i s re sponsible . ih activity consists of several specific 
opera cions forming part cd a process aimed at-aohieving a 
particular result* On the other hand, a project refers to 
a series of works in ah investment program or sub-program 
"or the formation of capital goods; which are. carried out 
y a production unit capable of functioning independently* 
Works constitute a part of a stage in the formation of 
Capital good that i.s a segment of a project* Thus, funct- 
ional classification is the sheet another- of Performance 
Budgets which aggregate budget data to show the share of 
public expenditure devoted to each public .service*. ; . 

j * Activity; schedules are designed to- hi ghlight- the 
iajor processes to be served, the- identification of pro- 
grams directed towards these ends,- indication of projects/ 
Activiti es Under each program as well as the •'measurement 
of the volume of work with data on past,, current-. and anti- 
cipated, work load such as the number. of children to be 
educated, number of hospital beds to be pro vided'.- number 
of trees to be planted, tons of garbage to be. collected etc. 


agency 


f! 



set f o rth - iii ‘"f motional terms* If the organisational 
:■ rue tare corresponds to be functional framework of an 
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■ti , performance Budgeting cannot make much headway 
without proper measures of work. Bit there is n<_ single 
yard- stick for measuring activity or for- determining 
performance ’standards,*’ Some agencies cran-.- u se'-'wo 'rid. os d 
! and." unit -cost data-; -others mpy use mere -Workload, data or 
some descriptive; material. Often, , 1 uni w cost' conjures 
up vision of tremendous accoua tin g ’ charts ; .elaborate di s- 
trlbution tables- and acores of ac com ting ’personnel busily 
preoccupied with’ problems of .allocating •administrative and 
other overheads on’ a cost -aceo.pnting basis. , jnpugn it may 
be de ’Si rdble to move. 'progressively in the direction of more 
' accurately, quantified work and cost data, - less, ..sophisticated 
measures suitable to lower stages of development sand, skilled 
manpower of the various agencies may be employed in the 
short r®,, Standards set should be based; on a complete 
understanding of the nature of the work rather then on 
historical' or comparative data. - Imperfections on this 
score would call for flexible standards Which may be improved 

- upon over time’. . . - . 

;;;ll;l lip'-idoi t;. ;W ,V." hi; -/t h ’’l;;-. ’ ■ -V/li -V’.. W - 'll t„- 1. l 1' W‘” : o ill’WW-W W.-.--- ■/ .- ’; , h.h:.;.' 1 O.'-lh 1, ■ >, h- l- ; W 

■©,. Record-keeping along -functional lines would help 
to ’bring put the variance between budgeted and actual costs, 
thereby enabling management to check on, the wo ik accompli sit- 
’d d, lag. ainst work assigned. Some operational factors are 
likely to lie behind eveiy variation. Wide, variations in 
performance rations- may be indicative, of improper personnel 
utilisation, Improper work di stiibutlon, . inadequate proce- 
dures, inadequate equipment operation, etc.. Some of these 
may be" retie di able,- ’here the veriat-ion is -due to remediable 
factors timely and suitable., actions 'may- be .taken to elimi- 
nate the gap. In Ideal reporting system should, cover the 
• volume-. quality-, time- exn-anded- and costs of e a ch program or 
activity. Accrual accounting may,, be used wherever appro- 
priate,. • . - ; 

. - . ’ : ' , .V ’■ -wi ■; v.5-'- W'p- ; i ’ 1 / : w ’ .-V,; : ■ w’ -.;i W' : ' .> ■ ’ -p/l- >: , w; : , - ; < V ; 

10,. - It shoul^.be recognised that in' some ?.reas like 

diplomacy, work. may not be -measurable; certain ’ hers, 

- like police or fire- protection,, may., not 'lend .themselves 
to refined' 'measurements; some with large., administrative 
overheads may present knotty .problems of cost allocation; 
sometimes running accounts -of work may not tie neatly with 

_ budgetary- alio tmehts* Nevertheless,- a. predominant segment 
of governmental operations -can be. reduced to psen si ble ^ 
quantitative categories capabl.e of measurement at- varying”, 
degrees of refinement. • Experience has shown-'- that tee 
advantages c-f pressing forward in -the firactiou of quanti- 
fications and' me asu rm*nts are enormous. Much, however, 
depends' on whether the; introduction of ref ibra’an-ce Bo Age ting 
Is a part of a major change in budgetary end administrative 
philosophy, ‘liven the desire and drive for efficient 
management of governmental organisations, if erformance 
Budget could, serve as a convenient tool -of. management, It 
helps administrators to prepare -their.. bud gets on the basin 
'of what they hope to accomplish; it serves both as a tool 
for reviewing th , efficiency- of existing operations and 



their results and as a .system -of .feeding the data for 
planning future services; it upgrades the Pudge t, deci- 
sion-making process .by throwing up the -requisite infor- 
mation on. costs -apd wnik accompli shmen to appropriate for 
various levels of operation, it makes legislative review, 
control and policy making more' meaningful taxpayer. It 
should be an excellent instrument fop • translating longterm 
plans and programmes into reality. It is certainly not a 
panacea ; for administrative ills. But, in the hands of 
stillful administrators it should produce impressive 
results. . 


11* , Within this broad framework of Performance Budgeting, 

the . technique of 'cost-effectiveness 1 may ’gradually be intro- 
duced in quantifiable areas. • This would facilitate a rational 
choice of programms in terms of the relative cost -and bene- 
fitsstreams of oomparable alternatives designed to -fulfill 
the. same objectives. Such an improvement would help to 
Integrate the processes of Planning,. Programming and Budgeting 

12. - India has a growing public .sector with a large . 
developmental- component. . It has’ practiced ex .an.te ..quanti- 
fication of her long-term objectives. It has had /tome 
experience- in programming. But, budgets are not phrased 
in the same language of the pi, -sis. respite of various 
reforms' the classification-, of the budget’ still remains 
"eeceleetic 55 . ' There is an enormous criss-crossing of 
functional and drgani sational re spoil si bill tie sv The Demands' 1 
structure and account heads are somewhat archaic. Account- 
ing is not yet an internal re spensibility-. Timely and 
adequate information is not made available for review and 
corrective action. In essence, budget has_not yet become 
a hroidy instrument for -Management. It Pas" a long way to 
go towards the development of an integrated system of 
planning, Programming .and Budgeting. The introduction 
of Performance Budgeting is likely to be-' a step forward 
In overcoming some of these deficiencies. j 


13. ■ There are certain steps, that may be necessary for the 
installation of Performance Budgeting in Thdi/u firstly, 
a constitutional amendment may be necessary to change the 
accounting format, "Demand" structure, .and the role of the 
Office of the Cbmptroller and .auditor Qeneral of India, as 
well as to restructure governmental organisation more or 
less on functional lines. Secondly, arrangements win have 
to be made to persuade all' the state governments to accept 
the timetable for the transition to Performance Budgeting. 
Thirdly, a five-year plan for the adoption of tbeperfor- 
formance Budgeting -at all the Eepartments'rof the: central 
and state governments may he drafted. The .new .system may 
be introduced in two departments in the Centre- a^d one or 
two departments in- each of the State . dsveihment.s,; ' ;A progre-p 
ssive switchove ’ ‘ ’ " 

Of’. ' ' 


^ ^ ; _ _ . . , . K 

switchover may be phased, so trot oh- bud gets. an' all 

iSiliiiStlllllli lllill 1 §31 : ■: , 1 llllli II liljl 111! || | Hi 1 8|||H UllillSiil ; 



the departments of the central and state governments may 
he converted to a performance basis over a five-year period. 
Beginnings may also be made in the pro passive metropolitan 
governments in developing performance budgets. A similar 
tine - j able may also be set for introducing accrual account- 
ting in areas such as public works, railways, irrigation, - 
defence, P&T etc, where it is likely to be most effective. 
Initial efforts in this direction may be. spent to identify- 
ing areas where accrual accounting is nio re' essential. A 
switch over to this system should be adequate preparation, 
especially with a view to reorient the ‘accounting facilities 
with the new concepts, procedures and purposes. Fourthly, 
the Indian Institute of Public 4dmini station with the help 
and support of the Department '-f Administrative Reforms, 

?1 nnnin g Commission, the Ministry of Flhance, the Auditor 
•ini Comptroller General 1 s office and corresponding agencies 
in the state governments, may apesrhead the movement towards 
performance Budgeting. Finally, it is- but natural that 
every human being resists changes and particularly those 
which may upset the fundamental aspects of his daily work. 
Adequate preparation to improve human acceptance is, there- 
fore, necessary to smooth the transformation process. 

.Apart from neat and comprehensive manuals of instruction, 
group meetings, discussions, conferences,' seminars, short 
courses, etc., may have to be organised covering a fair 
percentage of the personnel involved in the affected agen- 
cies. The I.I.P.A. nay clay the coordinating role in 
this important" "area. 




• XT I 1 - 7 ' Oo-ordin&tlon id Citi zen p artic i pation 

for Irian lKplem- r.talB.on 

H. U. Bi;jlani* 

Any planned development should satisfy a twin ••requi.roment 
pr. 00 nc-_j. 7 ed situation of socio-economic activities, their 
placement linkages and a pre-planned coordinated action 
Programme comprising of legislative, financial and adminis- 
ly-tivc measures necessary to achieve that preconceived situation, 
"r this, paper wo shall discuss the administrative steps necessary 
to achieve co-ordination in; plan implementation. Girish Misra** 
in his paper on "Planning Paradigm for Integrated Urban and 
1 eg ior.a 1. Development " has ; aptly brought .out a theory of fou” tier 
growth foci envisaged for the country. These are;- 
X,; Growth Poles at the national level 


2. Growth Gentrys at the national level, which 
ccnpric“t v groups of states . 

X. uivwil no j. nos at eve- suh- regional loyal which 
comprise a.s tat o • • . ; 

4. Service centre- at. local or district level 

i .>r a co-oraina fed ecoion programme the national urban 
development plan should form.- the- : fountain head and plans for 
the rest of centres should merge into this. 
v'anof’s l evels o f I nto .gra ta e! Planning ■. 

Any plan whether it is for a service centre at local 
m: district level, or growth points .-at sub-f i’yional level 
oorrm’ ‘ sing a state, should merge with the growth centres 


professor, Centro for Urban Studios; IIPiL, How ] 
Header, Human 3h#tiench:s and Physical Planning 
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and growth pole at the national lev-1. To * nsu.ro the 
success of such co-ordination, it is essential that the 
various "gcncies work towards common goals. The guidelines 
for an integrated national policy arc laid down by the 
Planning Commission. Based on these guidelines th-~ States 
: prepare a plan for their own regions. While or-, paring such 
plan, the planners should carry out the stock taking of 
’past performances * and should also examine and assess the 
past failures and successes. They should also s ot goals to c e 
achieved in different fields of activities depending on the 
policies which they formulate keeping in view the guidelines 
laid down by the- planning Commission. Population, for 
example is one very important factor, Examining the past 
statistics and demographic surveys population projections 
made which would indicate not only the natural growth but also 
the growth of population which takes pl.es clue to rural 
influx caused by the pull of the urban cities. Outlines arc, 
therefore, to be defined first whether the cities in the 
state should strengthen the satellite towns or the near by 
regions to avoid at least to some extent this influx. 
Accordingly, the provisions in the plans will have to bo 
made. Unless th-- spontaneous rural-urban migration is 
turned into a positive development asset through strategic _ 
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of deliberate urbanization in arms where additional 
cnpijyra-nt is planned, the consequences of population 
explosion in ”rbr n areas specially in a developing country 
.like ours will bo catastrophic. Similarly, the level of 
education achievements and the level of education desired to 
be achieved has to bo worked out. Such drills will be 
.necessary in all other components like health transport: 'etc, 
She State Plan 


The state plan is split up into two broad documents - 
one giving the outline and the other showing the statements • 
of. different projects, past performances' land future 'provisions 
The.- state plan must ensure that various city governments, 
development authorities, service undertakings frame proposals 
wuioii ttru coordinated and interlinked effectively. For 
; pp-'-plrp . :* J - : should, be;. soon that the water supply undertakings 


.frame proposals for laying of their service mains, water 

treatment plants at such locations where the city needs 

responsible 

the and tho Development Authority 1 -aa spans for 

developing virgin, land, or construction of housing projects 
would benefit from such schon-s. Similarly,' the State 
a Government has to b- aware of programmes of other d apartments 
and Ministries in the Central Government. Enquiries should 
be made, and .meetings held to seek information from railways, 
defence authorities and th<i departments dealing with 
industries at the Centre to know their programmes in that 



region. The state government then prepares sectoral plans 
in t ho fields of agriculture, flood cot.crol, power, transport 
and communication, social s er-icos etc. The social services 
would include programmes concerning education, health 
infrastructure, water supply and sewerage schemes, housing a,,' 
urban a cvolopmcnt programmes, schemes for backward and weaker 
section, social welfare etc. It should also have an 
appropriate wing for watching statistics and also make 
provisions for information and publicity. The Planning 
machinery of state should bo strengthened so that all the aba-, 
activities can be performed effectively. 

Planning tho City Region 

Tho city government s, d evelopment authorities and other 
departments under a state government also carry out a parai ■ 
drill and prepare their plans and proposals sector wise. 

Their plans are also divided into two major sections - tho 
one comprising of write ups and tho other of scheme wise 


statements depending upon the activities for which the state 
government or' the- development authority is roasponsiblo , The 
sectors have to b e in lino with state government thinking. 


Normally the s actors to bo covered would be roads, education , 
modi cal and public health, slum cleranee projects, environ- 
mental schemes, staff quarters, street lighting, civic cent o 
and other welfare facilities like Stadiums, Swimming 



If the water supply, transport and electricity are aLso with 
the city government then propos n ls for those departments 
also have to oo worked out. For each sector specific schemes 
have to b o spelt out and broadly divided into (a) spill over 
schemes (b) continuing schemes (c) new schemes. It is only 
uhon the state governments and agencies under the control 
of the state prepare the plans in this manner that a workable 
well coordinated plan emerges • 

Administrative Co-ordlna.tion 

The coordination, organization has to exist at all these 


levels. We. shall restrict our comments in this particular 
ease only to. city Governments . In a city Government there 
wi ! ' bo various departments dealing with different sectors 
included in a plan. There are, however, two major departments 
which hov ; e inter- action with other department. One of those 

*0 * -V •. 

is internal finance* a d the: other is ‘engineering* . The 
engineering department of a city government has deep 
; inter-action with other sectoral proposals because it has 
to handle the capital components of other sectors also. 

.Under the circumstances , the engineering department will 


prepare prcpossl&sof not only sectors with which it is 
directly connected, like road development works, bridges, 
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staff quarters, swtnnir ; pools *nd oth r community facilities 
but also capital projects dealing with major departments like 
education and health. In respect of roads and bridges also 
it has to have inter action with other organizations like tho 
transport authority, the railways and the 1 land use’ control 
authority. Its road development projects hove to take into 
account tho new development programmes being carried out by 
Development Authorities, traffic survey and their future 
projections^tc., long term and short term programmes of 
water, drainage and electricity with a view to avoid frequent 
digging of roads. In bigger city governments, the 
coordination work is normally entrusted to a Senio” 
Administrator. In some cases this function has been 
entrusted to the h ad of internal finance department or the 
head of tho engineering department . The best course, of 
course, would be to entrust this object to a Senior 
Administrator who has multi disciplinary experience. As 
can be seen from the diagram "A* the Coordinator has to have 
inter action not only with the departments dealing with 
different sectors but also with internal finance, tho state, 
government and in some cases with the Planning Commission. 
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It Is essential that the Coordinator understands the 
guidelines laid down by the Planning Commission and the 
Sv~t' Government, and in turn passes these on and explains 
effectively to the concerned departments In his organization. 
The next step then is to get proposals from concerned 
departments and get them examined from the finance department 
of that organization. The organization’s plan is then ready 
for submission to the state Government but before this is 
clone It is again for the Coordinator to have detailed 
discussions with. the- state government and his internal finance 
to ensure that the plan merges -with the programmes, policies 
and goals laid down by the state government and the Planning 
Comi. f.ssion. : - 

. r . After the plans are presented to the state government 
or the Planning.. Commission the amounts ultimately received 
would., widely vary from two so which had been asked for. It 
is then again for the Coordinator to meet the concerned 
departments and his own finance and re— allocate the. suras in 
accordance with the sanctions r oceived. As a matter of fact, 
the entire drill of repreparing the' plan revising the 
schemes within .the final budget -sanctions has to be gone 
through. The responsibility of. • implementation of individual 



schemes would he that of the concerned departments but it 
would be for the Coordinator to watch ; ::he progress of each 
departments not only in terms of financial expenditure but 
also in terms, of physical progress. For this purpose he will 
have to lay down proformas, returns, hold meetings and 
arrange site inspections to g't the * feedback.’ . Often 
problems are created due to inter-actionb otween various 
departments for which necessary corrections have to b e 
applied. This is a very important function to be performed 
by Coordinator. As a matter of fact, receiving 'feed back 
information, watching the results of inter-action and 
applying necessary corrections is a continuous process and 
should result in quick and clear cut instructions to ensure 
progress and evenly distributed expenditure during the plan 
period'. It; is mainly due to lack of this ’Co-ordination' and 
monitoring that one notices either funds remaining unutilised 
or bulk of allocation being spent hurriedly and often 
improperly during the last few months of the plan period. 

Pfof. Ernest Weissman* has suggested the diagram’ B* 
which 'tries to present graphically the variety of paths 
with various interactions ranging from individual, local 
regional, intermediate, national and international elements 

* Former Director of U. 13. Cent re for Housing, Building 
end Planning. 



can take. Whereas diagram 'A» has been drawn talcing into 
consideration the present level of development in this country, 
on 2 should not loose sight of what diagram ‘B* depicts 
which encompasses wider fields which we have already started 
recognising and in time to come will play an important role 
in plan preparation, implementation and coordination. 

Citizen participation 

As can be seen from Weissman’s diagram (Figure B), local 

Government interaction includes affiliations of individuals, 

groups, professionals etc. Importance of this aspect in our 

country has been stressed by no lessa persn than Prime Minister 

of India in her communication to the Chief Ministers 

suggesting to give undivided attention to the effective 

implementation of the finalised fifth plan and enlisting 
■ in • 

of public participation^it. The Prime Minister pointed out 

that with the finalisation of the plan by the National 

Development Council, its implementation assumed decisive 

significance. The only way of evaluating the effectiveness 

in putting through the plan is to see how far the ordinary 

man benefits and becomes conscious of some change*^erformance 

could not be judged in terms of financial outlays or of 

demonstrative physical symbols. The Prime Minister emphasised 

the special importance of implementation of the plan at the 

State level as it is there that direct interaction between 

the Plan and the people exists. The Chief Ministers have been 



ENGINEERING 



FJ NOTIONS OF CO-ORDINATOR 

1. UNDERSTANDING GUIDELINES & PASSING ON TO DEPARTMENTS. 

2. GETTING PROPOSALS FROM DP 1RTMENTS . 

3. TRAINING 

4. INTERACTION WITH FINANCE, STATE GOVT. & PLANNING COMMISSION . 

5. WATCHING PROGRESS. 

6. FEEDBACK. 

7. INTERACTIONS. 

8. CORRECTIONS 

S. SIMULTANIOUS ACTION ON NEXT YEAR’S PLAN. 

FIGURE. ’A’ 
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FIGURE *B' 
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urged to ensure effective coordination between different 

departments and -die agencies of State Governments and 

laying down of precise responsibilities at key levels. 
Minister 

Prime ^also asked the Chief Ministers to keep her informed of 
the progress in plan implementation and its monitoring and 
evaluation * Such is the importance that is attached to 
co-ordination and monitoring of the plan if we want to make 
it a success. 

Reverting to the City Government, I propose to make an 

attempt in tUs paper a workable model of the system which 

may lead to a better governance of the city. I will do so 

a 

with the help of£diagra*(Se'e Figure C). 


* Hindustan limes-: November 4-th, 1976. Samachar 
(Nov, 3rd) - "Mrs-. Gandhi's directives on Plan work" 
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The Central entity in this diagram is the Policy Board. 

The Policy Board will comprise of a Power Pack drawn from 
the Legislators staff as well as the Professional staff. 

This is essential so that the policy pogramme formulated by 
this Board, can be implemented witbut any further 
administrative, political or 'financial difficulties. 

The most important feature is the dialogue which this 
policy. Board should have with the Citizens Council and the 

outside Exprts. as can be seen from the diagram, 
it is intended that the Citizens Council and outise Experts 
should hold discussions at three different levels viz., at 
the level of professional staff, at the level of Legislators 
staff and at the level of Policy Board. The diagram also 
shows that the Citizens Council may have direct dialogue with 
professional staff because it is felt that for day-to-day 
needs, certain policy programmes are decided at the level and 
as such those programmes could be Sorted by Citizens Council 
direct with the Professional staff. Por the programmes, 
which can be decided only at the level of Legislators it is 
essential that the Citizens Council and outside experts 
should have discussions not only with the policy board but 
also with the Legislators staff direct. The policy programme 
thus framed can be considered as a programme which has been 
evolved with public participation and when implemented will be 
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of great interest to the citizens to watch its execution. 

T n the developed countries, where the civic conscious- 
ness comes automatically to its citizens because the same has 
been inculcated . into them through generations of proper 
education in schools and through television, cinema, newspaper 
etc. , public involvement is practised in a different manner, 
local Governments examine their potential future with the 
help of public participation of younger generation and 
thus they try to evolve solutions full of imagination to their 
problems of the future as well as present. Alvin Toffler •• 
explains how one way to do so 11 would be to establish in 
community 'imagine tic centres' devoted to technically 
assisted brainstorming. These -would be places where people 
note, f : r - creative imagination, rather than technical 
; expertise., . are brought together to examine present crises, 
to anticipate future crises, and to speculate freely, even 
playfully, about possible futures. 

What, for example, are the possible futures of urban 
transportation?- Traffic is a problem involving space. How 
might the city of tomorrow cope with the movement of men 
and ob jects ■ through . space? To. speculate about this question, 

• an., imagine tic centre might enlist artists, sculptors, 
dancers, furniture designers, parking-lot attendants, and a 
variety of other people who, in one way or another, manipulate 
space imaginatively. Such people, assembled under the right 
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circumstances , would inevitably come up with ideas of which 
the technocratic city planners, the hig iway engineers and 
transit authorities have never dreamed. 

Musicians, people who live near airports, jackhammer 
men and subway conductors might well imagine new ways to 
organize, mask or suppress noise. Groups of young people 
might be invited to ransack their minds for previously 
unexamined aproaches to urban sanitation, crowding, ethnic 
conflict, care of the aged, or a thousand other present 
and future problems. 

3h any such effort, -the overwhelming majority of ideas 
put forward will, of course, be ab sure d, , funny or technically 
impossible. Yet the essence of creativity is a mliingness 
to play the fool, to toy with the absurd only later 
submitting the stream of ideas to harsh critical judgment. 

The application of imagination to the future thus requires 
an environment in' which it is safe to err, in which ifcovel 
juxtapositions of ideas can be freely expressed before being 
critically shifted. We need sanctuaries for social 
imagination." 

My visit to the City- Hall of 'boron to taught me more about 
the art of city government than all the great speakers I 



heard and the boohs I read. I was reminded of the following 
lines of verse: 

*Ono impulse from the Vernaa wood can teach us 

more of man 

Of all the evil and the good than all the sages 

can * 

The City Hall deliberations are watched by citizens from tfc 
which 

the gallerie are somade that the citizens think they are 
participating in the entire government of the city. How 
I wish they could make the citizens, by some uncanny 
miracle, actually take part in city government. Can we do 
so by some method? 

That is the question. In . an answer to this question 
liasr- the clue to our problem. 



Importance of fiociel Indicators in a .Scheme of 

^T 0|g . r -g u flg e •}; j n fT 

Z.I. HAIJD/j 


A budget can be many things . de pending upon its 
structure and the uses to 'which it is put, .According to 
Aaron Wildavsky , a budget cay service diverse purposes and 
can be J 


n a political act, a plan of work, a prediction, 
a source of enlightenment, a means of obfus- 
cation, a mechanist; of control, an escape from 
restrictions, a means to action, a brake on 
progress, even a prayer that the powers that 
be will deal gently wltb the best aspirations 
of fallible men”.1 


Different types of budget classifications have been 
evolved to serve diverse purposes, such as object or line- 
item classification, ec cnomic classification, functional and 
programme classification. No single budget classification 
has been found to serve equally well all the purposes, like 
control over inputs, depicting well the state of the economy 
and providing an effective tool for the planning and manage- 
ment of government programmes and activities. The choice of 
a : system of classification in the budget, therefore, has to 
be emphasised. As stated- in the United Nations documents 


"The various ways in which the public sector 
transactions can be classified are; by object, 
by organisation, by functions by their economic 
character, by programmes and by the types and 
origin of the purchases effected by a government. 
It is obvious that no single systemrcff classi- 
fication will serve all the purposes of planning 
and budgeting. The choice of a system of classi- 
fication would have to be related to, the relevant 
purpose”. 2 


The concepts of performance and programme budgeting 
.are ■ considered to lay greater emphasis on economy and effici 
ency aspects, of programme planning and management. A 

1 Aaron Wildav sky, The Politics of the Budgetary Processes 
(Boston! Little, Brown and Company, 19647, p.v. 

2 United Nations, Government Budgeting and. Economic. Planning 
in Developing Countries (New York, U.N. Publication, 4 9669 
p.11. 
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functional classification of the budget is necessary under a 
system. .of performance and programme budgeting. By functional 
classification it is meant that the budget peresentation of 
public expenditures will be in terms of ftmtIons, programmes} 
activities and projects. 


* 

mi 

3 


A function is generally a broad division of the 
total organized effort of Government. Thus* each of the 
followings education, public health, national defence, 
agriculture, may be defined as a function. 1 programme com- 
prises a significant sub-division of the func tion, iccordingly 
elementary education, secondary education, vocational a rd 
technical education, higher education, could be programmes 
under the function named education, in activity under each 
programme could be composed of the number of classes or students 
taught. A project, generally covers expenditure on buildings, 
construction, and equipment. The United Nations Manual for 
Programme and Performance Budgeting has defined these terms 
as follows s . : ■ ■■■ v, , -if,:. 

”The classification structure for a programme and 
performance budget involves the identification of :(.a) 
functions.- broad groupings of operations that are directed 
toward accomplishing a major purpose of government; (b) 
programmes - broad categories within a function that identify 
the end products of major organizations, and (c) activities 
- segments of a programme that identify homogeneous types of 
work carried out by subsidiary organizations .to produce the 
end products of a programme”. 3 

THE CONCEPTS 



I 

i 

< 




Under performance budgeting, a budget is considered 
to be a work programme and a tool of management. Programme 
budgeting, treats budgeting as an allocative process among 
competing claims and considers budget as a statement of 
policy. In short, the main focus in performance budgeting 
is on activity analysis and in prograipme budgeting on output 
analysis. The diagram on the next page has been used to 
clarify the concepts 

Vector I stands for the inputs used which result in 
activities represented by Vector II. These activities 
produce output denoted by Vector III, Performance budgeting 

3 United* Nations, Department of Economic and Social if fairs, 

A Manual for Programme and Performance Budgeting (New York, 
U,N. Publication, 1965), p. 5. 
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comprises these p5xee components, namely, Inputs - -Activities 
- Output, ictljities e-e the in termed j ate step to provide 
the implementing link b. turner inputs and outputs Taking 
the example of jan educational institution, inputs would 
comprise the hired teachers, supervisory personnel, buildings 
and equipment in stalled, materials and supplies purchased, 
etc. These inputs should result in activities, like the 
number of students taught, and the number of hours of 
instruction imparted. The output of these activities should 
be the immediate result assessed from the number of students 
who actually passed out duly Qualified. Vector IV in the 
diagram denotes social state which in the present example 
should mean how useful the imparting of education has been 
in the students 5 acquiring the socially desired knowledge 
.and personality as reflected in the community values. Social 
state represents the ultimate end objective for which the 
three preceding stages of input s-activi ties-output are gone 
through. Programming budgeting comprises all four vectors, 
namely, inputs-aetivities-output-social state. 

in examination of input-output relations is involved 
in both the concepts adopted for performance budgeting and 
programme budgeting. However, performance budge ring has 
the limited objective of measuring the direct output 
resulting from the activities performed and the inputs used- 
while programme budgeting goes a 'step farther by embodying 
a broader objective of measuring the social state resulting 
from the output produced. -Assessment of social impact, of 
course, includes measurement of the various externalities 
associated with the output. A scheme of programme budgeting 
should involve encompassing all the cc fcs and benefits 
(primary, secondary, tertiary, and so on) of activities to 
determine the social state resulting from the impact of the 
activities- TJnde^ a system of programme budgeting, therefore 
the input-output relationship will have to. be established 
in the context of social costs and benefits of the activities 

THE PEDBliEM OF MEASUREMENT 

The systems of performance and programme budgeting 
help in bridging the gap between planning and operating 
decisions. They involve fixing of targets for achievement 
which is followed by the measurement of progress made in 
relation to the targets set. Input-output ratios are 
sought to be calculated with the aim of achieving the best 
possible results. 




Performance nudge ting 



Programme Budgeting 


However, in a scheme of performance budgeting, the 
efficiency of operations is determined by relating the 
direct cost of inputs to the directly resulting activities 
or outputs. 3?be aim is to achieve the given output at the 
least possible cost or to maximise output for a given cost. 

The state of efficiency is judged by the amount of output 
obtained per unit of input-resources. The cost-efficiency 
efforts necessitate fixing of meaningful norms and standards 
for the measurement and evaluation of performance. Such 
pre -determined performance indicators facilitate control 
and evaluation by management of the progress of work operations. 

'X Whereas Quantification of performance in areas like 

policy-making, research, diplomacy, etc. , involves difficult 
problems, performance oriented indicators can bedeveloped 
with greater facility in many other areas and for various 
sectors of the national economy. It may indicate the state 
of efficiency to know the number of ga~ .ons of water supplied 
by the concerned agency as related to toe cost of operation. 

The number of miles of roads constructed as related to the 
cost of construction, teacher-student ratio in a school, 
hospital beds utilization rate, etc., may be some other 
performance indicators. It may, however, be a difficult 
situation if indicators are sought to be developed for 
administrative performance in respect of activities like 
coordination, control, etc. However, the Quantification of 
indicators of performance is the key stone on which a manage- 
ment information system can be built for monitoring and 
evaluation of operating results. The analysis can be 
centred around input-output ratios as indicators of efficiency. 
Ibis -task presents less problems if focused on measurement 
of direct inputs or their directly resulting outputs without 
taking account of the associated externalities. Such is the 
case under a system of performance budgeting as defined in 
the preceding paragraphs. 
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Eut the situation presents formidable difficulties 
when input-output relationship is worked out within the 
framework of programme budgeting. Under this system, it is 
not only the direct costs of inputs and the directly resulting 
outputs rMnh need to be measured, rather the various 
associated inputs or costs and outputs or benefits are also 
required to be measured. This is generally d one with the 
aid of the technique of social cost-berefit analysis the use 
of which poses many other problems. 

PROGRAMME BUDGETING AND THE IMPORTANCE OE SOCIAL INDICATORS 

Programme budgeting, by employing the technique of 
social cost-benefit analysis provides the decision maker with 
the necessary information for a systematic comparison of the 
costs and benefits of alternative approaches to the achievement 
of policy objectives. The costs here include the whole stream 
of coots, i.e., primary, secondary, tertiary, etc. Similarly, 
on the other side, the primary , secondary, tertiary, etc., 
benefits need to be considered for comparison with the total 
costs occurring in the society. In other words, the social 
state resulting from the impact of the stream of costs 
involving various activities or outputs, needs to be measured 
and compared with the corresponding social costs (i.e. the 
whole stream of costs). Measurement -of social state, 
however, is difficult to be done unless we have evolved the 
necessary social indicators for the purpose, Por instance, 
if it i sc to be' done for the function of education, we must 
have available with us social indicators to tell us as to bow 
useful the imparting of education has been in the students’ 
acluirnng the socially desired knowledge end personality as 
against the social costs incurred on their education. Hiking 
the example of urban development, for carrying out impact 
analysis or measuring social state, aesthetic and environment 
considerations may be as important as measureable effects 
on neighbourhood land values. Such a situation further 
highlights’ the importance of evolving social indicators f or the 
measurement of social benefits to aid f cumulation of public 
policy. ' t ' -V/ 

Cost-benefit analysis may be quite misleading if the. • 
emphasis is placed on measureable outcomes to the neglect 
of the non-measurables . it. is likely that in an impact 
analysis of .bote fits the- non-measure able ones or the intangibles 
form the bulk. It becomes fraught with serious difficulties 
if an attempt is made to get at a picture for comp arisen by 
attaching monetary values to intargibles. At the same time, 
it distorts the comparison if only those benefits abd costs are 



emphasized wEcfc are susceptible to measurement rather than 
tho,;o that are not. In rder to make a. assessment of the 
impact of output on social state a broad view needs to be 
taken of the effects of activities so as to c cmprehend the 
full range of exterra "li tie s of both Quantifiable and non- 
Quantifiable nature. 

There are also situations where the outputs of 
specific activities get mixed up with those caused by various 
other factors. The improvements in health, in addition to 
being caused by specific measures of medical care and 
health delivery services, may be the re suits of improved 
environment, better education, higher incQnes, and enlarged 
economic opportunities in the community* 

It is difficult to disentangle the effects of a 
specific health programme from the effects of many other 
.factors influencing the health of people. The inter-relation- 
ships among -fee effects of programmes in different functional 
areas make it very difficult to assess the impact on social 
state attributable to specific public policies. 

■ ■ It is, however, necessary to frame objectives f or the 

achievement of which certain programmes are formulated. ils9, 
social indicators need to be evolved for measuring the 
effectiveness of these programmes in achiving the objectives-. 
Eor instance, health improvement programmes may have various 
objectives, such as elimination of specific diseases, 
reduction of infant mortality to specified levels, raising 
average reading scores of poor children to given levels, 
improving human resources, improving the earning capacity and 
ability to function of individuals and families, and institu- 
tional and community development. The analysis of a specific 
health programme has to focus on the problem of valuing the 
bene f its in achieving these objectives as against the costs 
incurred. Whereas, agreed upon social indicators are essentia] 
for measuring the benefits, it is also necessary to find ways 
of identifying such benefits as could be attributed to specific 
inputs, costs or activities. 

SOME IIPORTiNT ISSUES 

in important issue relevant to a- proper working of 
the system of programme budgeting pertains to the need for 
developing an adequate range of social indicators. These 
indicators are .necessary for setting targets for achievement, 
for monitoring information regarding progress of work, and 
for evaluation of performance. One approach to collect data for 
use as indicator of performance is to generate it as a 
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by-product of admini strati ve activity, for instance, the 
nunbe- of doctors in relation to the hospital beds or the 
doctor patient ratio. Shore are also other approaches for 
collection of 'statistics to crystal! se into social indicators. 
However, the social indicators available so far, whether 
representative, candidate, direct, indirect or proxy,' are in 
an infant stage- of d evelopment and therefore are not adeQ.ua to 
to serve the various purposes. This highlights the need for 
much efforts and work to be devoted for developing measurable 
social indicators. 

However, before it is attempted to evolve social 
indicators for specific areas, it is essential to know as to 
what types of social state it is intended to measure. This 
presupposes the existence of a general model of society 
embodying agreed ideologies and accepted philosophy. Once 
the goals and objectives are known, it is easy to determine 
th.e nature of data necessary to be generated. The basic 
stiati sties thus collected can be utilised for structuring 
information in accordance with the conditions of social change 
which are sought to be neasured. The process nay be taken 
further to crystalize the structured information into meaning- 
ful social indicators. 

Therefore, the first essential is that we should be 
clear about- the type of s ocial s tate .we want to measure as a 
confluence of expenditure of specific inputs. Secondly, it 
is imperative ■; to evolve those social indicators as would 
enable measurement of such a social state. If by incurring 
costs' on educational improvements, the desired social state 
to be achieved is the development of educated c itizens w itb 
personalities as socially acceptable and imbibing the desired 
societal values, then those social indicators need to be 
evolved as would measure s ueb a : social state . Similarly, if 
changes in the level of living are to be measured, we should 
first determine the acceptable components which comprise 
the cultural pattern of life of the society, and then develop 
social indicators as would enable measurement of changes in 
those components of level of living. The data generated 
and the information structured should accord with the specific 
needs of social indicators thus decided upon- 

The issues embodied in the preceding paragraphs have 
been raised because the tendency so far has been to develop 
indicators for which data are readuly available and arrange- 
ments exist for the collection of statistics- The impact 
analysis is conducted to accord with the available statistics 


rather than making efforts for the c reason of data to suit 
the needs of measurement of social state as is decided to be 
measured on other relevant considerations. . . v 

is Erest and Survey have remarked s 

"Before exploring the conceptual problems* it 
should be noted that some of the differences betwee/n 
authors in the way they estimate ben. fits stem from differences 
in the availability of statistics rather than from differences 
in what the authors would like to measure if they could". 4 

It is, therefore, suggested that the type of social 
state to be measured should be decided upon on its own 
logic and within the framework of accepted public policies, 
and then social indicators should be developed for the 
measurements and evaluation of the impact created by the 
planned activities.. The impact analysis should not be dictated 
by the type of statistics available; rather, efforts should 
be made to create the necessary data for the specific purpose 
of developing social indicators to suit the nature of social 
state which is sought to be measured. • 

It may, however, be stressed that the development 
and use of social indicators for impact analysis do not 
exclude the- use of other performance indicators for management 
control and evaluation. In fact, social indicators, as 
supplemented by- other performance ind' cetors, serve better 
the purposes of performance evaluation. 


► G. Walsh & A3- -n Willies 
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benefit studies in the future. This booklet is the 
result, end its curious pedigree has meant that It 
is now neither an accurate report of the proceedings 
of the symposium nor Ui entirely independent peice 
of work by its nominal authors, hut a hybrid hearing 
tr ces of both, : 

The st ■ rting point for this discussion of 
current i ssu-. s in cost-benefit .analysis is the un- 
spoken acceptance by all participants of the use- 
fulness of the technique, allied with a common concern 
th .t economists in this field . are h,.ving to grapple 
with theoretical problems th t a re . on the frontiers 
of our knowledge, but which are nevertheless :t the 
heart of the subject. In order that co't-benefit 
analyses may be pursued in full aw reness of what 
practices and . assumptions are and are not acceptable in 
principle, it is necessary that these issues be 
widely aired, and their relevance understood. Some 
of the thorniest theoretical issues (e.g. that 
surrounding the appropriate conceptual foundations 
for the discount rate) may have relatively little 
immediate import for the practice of cost-benefit 
analysis, whilst others apparently theoretically 
insoluble problems(like the proper way to handle 
the redistrlbutory impact of projects between diffe- 
rent groups in the community) can (and perhaps should) 
be left explicitly to the judgement of the policy 
makers. Thus devices which appear to he ’arbitrary' 
methods of solution to the economist qu a theoreti- 
cian may be perfectly acceptable in a wider context . 
Naturally enough, however, the economist qua theore- 
tician in anxious to enl irge the analytical power 
of his conceptual apparatus as far as it legitimately 
can be extended. Indeed, it is this very desire to 
apply in hitherto unfotailia r contexts the insights of 
received doctrine that led to the development of co c t- 
bensfit anal y sis in the first pl.’ce. It is the nature 
and substance of this quest which it is hoped to convey 
in this booklet. 
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The issues to be considered are the following; 
Haw dies cost-bens fit on, -.lysis differ from conventional 
financial appraisal? What kinds of external bene- 
fits or costs are: to be included and which excluded 
if double-counting is to be. avoided? How far should 
'external benefits or costs be puni sued when they 
are obviously remote” from the main purpose of the 
project? Should undesirable attributes of projects 
be considered as ’costs’ or ’negative benefits’? 

Should only those benefits and costs which affect 
decisions at the margin be included, or should all 
benefits and costs be included? 


‘T Ko. ip 


numeration of Costs and Benefits 


(i) How does cost-benefit analysis differ 
from convention..! financial appraisal? 

Techniques of investment appraisal, dive loped 
primarily for use in the private sector, are often 
unsuitable for wider public sector purposes ( e . g . for 
investment in roads, education, health) because they 
are confined in- scope to the consideration of finan- 
cial returns and cash outlays.* Where a strictly 
financial appraisal of a project gives an inadequate 
picture of its overall economic adva ntages or dis- 
adv at ages to the c oarauurity t large, it is necessary 
to employ cost-benefit analysis.** This, analytical 
tool is desibriod to tackle the question ’w hat ire 
th: social costs mid 1 social benefits attributable to 
the project? ® / The emphasis -on 'Social' costs and 
benefits is intended to make It clear that all costs 
and all benefits, no master who is better officer 
who is worse off within- the. community, must .jbn_t aken 
into account. In this Way items may appear in a 

^ Sog KEDC, •Investment AppraLsal',’ oo'ccnS Edict! on, 

HiBO 1967. . .. 

** A 'brief-' outline of the development of the concept 
of cost-benefit analysis including its relationship 
to private investment appraisal is given .in GAS 
Occasional Paper Ho. 4 ’0 tput Budgeting and the 
Contribution of Micrbecdncmics to Efficiency in 
Government’ by, Alan Williams (EMSO 1967) » - 

@ Project’, as used here, need not Imply physical 
investment -cost-benefit ana lysis is a suitable 
technique whenever financial returns and outlays alone 
are insufficient criteria for judgement. It has 
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cost-benefit appraisal which would not appear in a 
purely financial appraisal. .For example, the bene- 
fits from consequent! ally- reduced congstion on the 
. roads of Central, London v: re counted in the appraisal 
of the Victoria Underground Line, (and its, Brixton 
extension) even though the beneficiaries do net 
contribute to the revenue of the undo rtaking ( and 
indeed may not bo called upon to pa y for this benefit 
at all). Conversely, there may be items in a finan- 
cial appraisal which disappear, or are substantially 
modified, in a east-benefit apprai-sal. An -example 
of this kind of transaction would bo a situation in 
which a project employed labour which would otherwise 
have been idle,, for in this c-.se the financial 'apprai- 
sal will count in all wage payments, whereas o cost- 
benefit appraisal will, eliminate all payments to 
workers who othsrsarise would be unemployed*, on the 
grounds that no social cost is incurred : (i .e . , society 
is not taking any real sacrifice in using thou labour, 
since it w as not doing anything anyway). The differen- 
ces between the social effects of a project, and those 
which are of purely private consequence, are known . 
generally .:,s ’external’ or spillover’ effects. ; . 

(ii) What kinds of external benefits '• 

•• or costs are to be included? 

Ppaa aloha a.' ; e oal aaaal.m' 11' •• , : a: ; >-l.. 1 •: a: Ha -V. 11a .- u..>: a. . -a'a a. a a ; a ....- ■■ a v. a 1 -a; la 1 

oigllaa,ti;a • t-imaa-) a’vaaaHH Lula a-i llalVl i-i-a- .a-a a/w. .p-ai; -pi. .a-:-", a. ai-plpt-if 

The problem here is- to determine which of , 
the external effects are merely reflections of the 
changes that have already been taken into account 
as the direct benefits or costs of the project.,, and 
which external effects are really distinct from these 
direct benefits or costs and therefore need to be 
daunted in separately. The principle to be applied 
in making this distinction is embodied in the ques- 
tion "is the external effect one which affects the 


contd.3. been used, for instance, in judg ing whether 
tools, are desirable on an existing road system. For 
the purposes of the present discussion, howev. r. it 
will be .assumed that the project involves investment. 

* In this context, "unemployed" should bo- taken to mean 
not employed on work of- any economic value whatever". 

Thus a man who is registered as unemployed, but who 
digs pensioners' gardens f hi le off work, is providing a 
valuable service to the community.- The cessation of this 
activity, should in principle be included in a cost- 
benefit analysis as a cost of providing him with an 
industrial job. 
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v.icurrt of output that others -c .n g.t from fixed 
.... .ant of input? Fcr instance if a motor-vry cuts 
*. falser' <5 holding in two. such that Ms grazing 
lend is in one. part nd : hi s cowsheds. in the other, 
then the rietorw ; .y has 'Aversely effect d the- physi- 
cal output he c-n get free hi 3 1 ,nd r/ buildings. 
Similarly, turning to . -consumption r-th.-r th-n a 
production case, if the motxwey also blocks cut a 
oloascjit view from a house , then the occupier 
suffers a loss in tb ..mount of visual -enjoyment 
derived fra.i his property. Both of thess cases 
would M classified as technologic 1 spillov.-rs, 
because they reflect changes in the technical 
(i.e. physical ~s opposed to fin. nci;l) relation- 
ship between resources and the goods or sorvicss to 
be derived the ref ran-. 

The oth.r type of ext rrul effect, not to.be 
counted . sop 0, ra r 0 ly , is mown as fchy ' pccun—uiy spilluV-j. ° } 
this occurs, for instance, when a petrol station 
*1 ready -situated' or. a main road near t o .2- nar motor- 
way :xist finds its trade so expended that the resale 
7 du j„ of the business rises sharply. This effect 
is n-'t attributable to' any change in the technical 
possibilities of converting its inputs (land, labour, 
capital equipment , petrol, etc.) into output (petrol 
supplies and oth . r services to motorists) , but to 
0 nh~ .„ . .i. profitability flow? nr from, demand gonsr. t ed : 
by the motorway users, i . 0 . , it is a strictly pecuniary 
benefit, accruing to those who happen to be the 
beneficiaii'cr fro i the fey in which the economic 
sysuno goner lly ad opts itself (via tm price mechanism; 
t c tt e new p att e rn of c tiv it y gen. r t :.d by th e 
pro’j ct. Since? the benefits tomotorw yt uars will 
have b. n secured as pert of the direct bun-fits of 
the scheme, itfwpuld cPastitute . double counting if 
tho c on ou quent i al adjustment in the economy which 
'are needed to a .ke those benefits possible- were also 
'counted in th ir own right. • 

Tho mnintsnmnco cf this distinction in practice 
is vfton no easy matter. Beth types of spillover nay 
be- pres., nt si mult .neously (for instance in town centre 
r\ development schemes) , _-nd sine-- both will t-.-nd to be 
reflected in changes in cnpit -1 (or rental) values of 




w mmm Pi 

6 - 

86 

resources, it will probably be difficult to dis- 
entangle then. Morocv r, although pecuniary spil- 
lovers are to be ignored in the calculation of the 
total net benefits of ... project to the ccrmiunity, 
they 'will need to bo ' ke.it v ry clearly in rind when 
assessing the di stilbuti..n : of gains and losses bet T 
Wc-an di f f -.rent ' nohbe rs the c osmur.ity (e.g. to 
the extent that they, are- the re suit of div. rted car 

• -journeys, the . gains of the g/r-ge proprietors nag r 

- motorway exist m y well b- offset to '-erne extent , 

by the losses of oth.rs whos, service st • tions lie 
on rx.ds now carrying lor- t raffle >• r, «ult of 
the metrway) . . 

(iii) How far should-' ext rnal benefits or costs be 
taken. into account when they are obviously 
- ' /remote from the main purpose of the project? 

Whether a particular benefit or costs is 
regarded as 'external 1 or not 'depends upon the tuns 
of reference and interests of those commissioning the 
study, but in any ca.ee all coses and benefits should 
be included on an equal footing,'- whether. direct (inter- 
nal) or indirect ( external) ■ — apart" from pecuniary 

- spillov rs , of course otherwise significant effects 
on the community may be ignored. It may be possible 
to build up thus external Effects In successively 
more remote layers, so that .decision-makers can choose 
the stag a at which bon... fits .'and costs became too remote 
(or too insignificant In q uant it stive t^rms) to be worth 
considering in relation to the mein purpose of the 

' project. ..." 

This device has the' adv:.ntag-c ^f on si ring that 
any oxt.rnal off octs that ar, . l^ft but ur:. excluded as 
an' explicit act of policy^ and not casually or hap- 
haz rdly reject on criteria or r .not ones-. or .Ignlfi- 
coiic-, which are --.t no stag.-, subject . d to proper scrutiny. 
Moreover, their inclusion in the analysis" on" the first 
round focuses attention on th- f, ct that' it is eft^n 
possible, to influence- such ext, rnal effects by -ppropriate 
action. For inst .nee, one oxturnal a feet of mochrn air- 
ports Is the genu ration- of noise, which ,-..dv rm-.ly affects 


many activities carried on in thv vicinity (it 
is :> ! ■: .ebnel epical ssi XU v. u f in the terminology 
u-._d above). • But it raay well be passible to mini- 
mi this effect by app ropriafco design and -sitting 
:f • h.. airport itself, or by the exercise of wider 
planning powers affecting the locati-' .3 of acti- 
vities*’’' or by offering to subsidise ameliorative Bin 
(Irk,:, sound proofing) lying outside th„ Immediate 
scope of the project its. .If, In other, words, these 
ext., mol ,.ff..cts may 'thomselv..3 be regarded as 
’variables' in th.. problem, to bo consid s red rv.ni- 
pul able alongside the n ore direct effects. 

(iv) Should uncl-3 si rabla. attributes of projects- 
be c. nsider d as ’costs’ or as ’nova tivs 
benefits ? 

Tho phenomenon just quoted , of. noise air- 
craft, is one example of a. class phonon m . which 
are sometimes called ’disbmofit s’ ■ from projoctsf, 
i.o. an undesirable sido-eff act . - Thu re are two 
distinct ways of classifying such items, the first 
to treat them as -negative benefits rnd place th«m - 
alongside the positive benefits and the oth-.r being 
.to treat them as costs ..,nd to pi co them ; long si do. 
othur costs. The fir t method of cl-ssific tion is 
has d on the view that it is bstt. r to k. -p all 
’ ia. nits ’ (good or bad) separate from all ’outputs’ 

( g :. od or bad) , ' while the second method is b s,d on 
the view that it is better to k.: -? o.ll the goo d 
things ( advent a; .3, argument s ferj t :getn. r ( whether 
inputs -or outputs) and all the b-.-d eLrogs (disadvan- 
• tag .s, arguments again.:!) togeth- r (wh-th r inputs 
or outputs) . i c the extent that this is simply an 
expositions! matter, the choice must obviously bo 
d.ct- mined by th. ne-d for clarity -end comprehen- 
sibility. 

The re Is one circumstance, however, in which 
the manner of treating 1 disbenefits ' might affect 
the substance of the outcome, end that Is whore . 
projects are bung ranked according to' benefit/ cost 
ratios. In such circumstances , a disbenof it ..would 
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be subtracted from the numb- rater if trc. tod as a 
negative benefit , but ;-ddad to the enoninator if 
tr-.-atod as a cost, end. those two procedures yield 
different numb. _ri cal off ~ctc upm the bonef it cost 

T it 1 O . ^ , , S': , 

(v). Should ..only thole benefit 5 and costs w s ich 
■affect decisions at th~ margin b_ included 
or should ’ all boio-f its and costs be' included? 

• This problem ■'becomes important in cases where 
some of the benefits Par- derived quite- quickly and 
•exhaustively at relatively low levels of prevision 
of the service (o.g. the advantages of univ . rsal 
b sic literacy derived from education services), 

While beyond tills point there is virtu,.lly no further 
advent. -’.ge tc bvs gc. in-d in this particular r- sp-ct by 
extending education?.! pr-nvi vi --n furth r. Hones ’at 
b ho, margin 1 the lit ..racy benefits is zero, though 
clearly it is v ry 1 ,-rge for the education service 
Seen as a whole. For this reason it is argued that 
such 1 non-marginal f benefits -re irrelevant tc. the 
appraisal of' particular project-. 



* Th- r.tio of discounted b no fit ; - to di sc runted costs 
has in the j>ast been us_d is e.n index of th~ relative 
d-airability of projects. -This particular ratio is 
likely to be misleading in oth-r situations besides the 
positive cost-negative 'benefit case. It nught be seen 
„s the rough equivalent of the sales-expans-s r tip 
sometimes employed by privity firms, w’-ich giv-ss no 
indication of tho r tc- of return .-on capital , This may 
be illustrated by comparing two projects, a .and 3, 
with the characteristics shewn in the- table below . 


Pr-scnt values (£’ s) 

Project A 

Proj-ct 

Benefits 

4,000 

5,000 

Capital coots 

2,000 

2,000 

Running Co ts 


1,000 

Not prc3vj.it vilue - 

2,000 

2,000 

Bene fit/cost r-tio 

2 

1 , 66 


Tho attribute of having £1,000 of cp-r -ting expanses, 
wholly, .balanced by increased benefits, has in this case 
caused projects B to have a low r benefit . cost ratio than 
project A, despite the fact that it h< s a similar present 
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•' ■ n. 0 ai : not. tide it . is .argued that in pr ctlc„ 
cost-’o rnefit on; mis... Is n usually fomulet :d .-s a 
ch-.dcc b- tween .1 small number of alt rric.tiv f lumps' 
of investment, ooocl the on lyet is ark si to . aviso 
on the total not benefits of -nch. Thorn may bn 
no seeps for nice calculc.ticn of th= optimum seals 
at which each project should be unds-rtakan, which 
is what the- strict marginal! st approach presuppo- 
ses. Hence, in a situation in which a choice is 
to ol- ia ad e between one ' lump' and another, c, el 


benefits attributable to each lump, must be included, 
sine., for all practical purposes the whole lump is 
the margin in this case. 


3otw . _n these two positions lies a c-.s_ in 
which the appraisal may 'concern several projects all of 
which provide the same lev -l of basic benefit in 
some particular respect (.say literacy again), and 
none of them: would provide nor- or 1- s literacy if 
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Gontds Value end Is th..r-f.>re of equal desirability. 
The definition of the b-n^fit-cost-n,.tic is now. days 
usually given in a .lore satisf .ctory from. If it is 
taken to scan the ratio of the. present value of not 
benefits, apart from initial c„.pit 1 costs, to initial 
capital costs, both benefit-coat rations in the above 
example -ire nado equal. 



THE MEASUREMENT OF 
COSTS AND BENEFITS 

• The onuQcrae'.an. of thy- cot -nd bsnafit 
that oJo to bo 'measured. ''Is but the fir-, t stage i: 
the analysis. Thu actual process cf measurement 
will inquire two furth,.r cone :ptu.-l steps. 5 the 
quantlfic.'.ti :;n‘ -of the inputs .nd output: , and 
their valuation. Thu analysis would obviously 
■ bo mere straight f erwird if ..-.11 the r.=lev .nt 
variables were valued in a c-oxion denominator 
(which in practice usually ne.ns in. financial . 
burns), but this is not always possible or aacop- 
t able. . - 

(i) What is the proper role of market prices 

in the valuation of cost and benefits? 

It, is tempting in co- t-b_nefit studies 
to' seize first upon any items in the analysis 
which do have market prices, and to use these , 
without nor.; nd to evaluate th ose benefits aid 
costs, then to concent ret a at m nticn upon the • 
rert.. lining. items wlr. ch . ppoar le r tractable. 
howev..r, ri« rket prices may bo a poor indicator 
of social costs or social benefits in curtain 
.oases, and 1 • rket prices should not therefore be 
acc «ptvd uncritically. On the oth.. r h nd , no 
cost-benefit .analyst Is In ,• position to eng. ge 
in a conpreh enss-ivo -critique" of the re rket system 
and it.: cuniffcld defects, still levs to hold 
hinsulf out as being able to substitute av. re 
accurate v: lu tions acroas the bea 'i than those 
which that sys -n: gviieratos-i Perhaps the b-st 
working b...sis on which to proceed is to at tempt 

to identify those g res or deviations betw- n 

nafcket prices .-nd social v lues which a. poe r to 
be la Get significant in the particular context 
in which the project is to be appraised. 

A useful analytic -.1 concept in this context 
is the 'shadow price', which is the price which 
reflects .„t the margin, the social v .lue cf the geo 
or service.. It is treated e s. .a ' .rnageLient ’ price, 


P m 



a ’planning' price 5 it any or not be the 
actual amount to p id for the goods or 
services to which it refers. ± ? or instance, where 
c project will use l- 1 : ;ur which would otherwise 
h. ,a boen uneeiployod, the ' shadow price T of 
labour night be regarded , ; .s zero ? oven though 
market rates of wages r . paid, since , it cost 
society nothing (in terns of other goods end 
services foregone) to have the labour used.* 

If unemployment is regarded as a bad. thing per 
so., the shadow price’ of . 1 our in this case would 
in fact b* nogativ , i. a. instead of the employ- 
ment of labour bang e cost in would ho a ban fit. 
Shadow priceing night also be relevant to the 
saving or earning of fore-ion exchange at a ti::w 
when the economy of any country is severely 
constrained by a balance of payments deficit, and 
in that cwt the 'shadow price' of foreign exchange 
would he higher th,.n the normal exchange rate. 

A much more fundament i.l difficulty arises 
when the projects under appraisal are so large 
that they are likely to change the price structure 
significantly (e.g, thu construction of a major 
rail link in an underdeveloped country) . Cost- 
benefit analysis has normally be ni regarded as a 
c m a rat ive- static, p, rtial-oqulibrium form of 
analysis? i.e., a-s bang concerned with before 
and -after comparisons of two situations, each of 

which inflects a full adjustment of the immediately 
affected 0 rts cr the econo .ic -system to a. stable 
(. p - t. . nv rate urisffact ad) g' nera 1 environment . 
Wiu-iin such a context the rap*rcu?< ions of ny 
change will be relatively limited in size, ,md 
1 roe segments of the economy c m be taken to be 
effected to so sa* .11 an extent eg, to be safely 


* Sometimes the convention is adopted of vluing 
otherwise unemployed labour at the market wage 
in ord-r to separate questions of allocation of 
composition of demand f rom questions of stabili-. 
sat ion oolicy, Vlhi-lw this may be a-, useful anolyti 
cal device, there is no re. .son why the central gov.rn 
ment should insist uoon such a narrow view of welfare 
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ceteris paribus assumptions which p rtial-^quili- 
brium eiulysis.. requires., .nd it is .equally natter 
of' judgement (initially it least)- as to which parti- 
cula r assumptions. will bo the most productive in 
isolating the nos t important variables without .it 
the- same tine cohcoaling tho impact of other signi- 
ficant ones. 

Even if it proved possible to. identify 
with sufficient accuracy the largo structural changes 
in prices and costs which followed froa such a large 
project there remains the awkward problem of deciding 
whether it is the pre-project or post-project prices 
which should be used for evaluative purposes, or sene 
mixture, .of : tho two. This 'is the fcunilia'r., index- 
number problem to which no wholly satisfactory solution 
'has been devised. Tho aost 'conservative approach is 
to say that only -‘if the 'post-project situation is better 
than the pre-project situation ‘on both sets of prices 
is it clear that it should be undertaken. But obviously 
other less restrictive, r quire aents na y well be acoep- 
tr.blo . such as that the gainers oust be able to com- 
pensate, the losers and yet leo~va themselves better fff, 

(ii) How can benefits cr costs be v lued 

which do not ha ye market prices? 


* See Bane CAS Occasional PapersNo* 8, 
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For the nay benefits (oncl the rol-tiVely • 
loss numerous costs) which do net have market prices, 
•valuation is often atteapt-d by indirect aeons*. Thus 
estimates. of the v -luo of ti no saved by spool ding up 
the additional- comings mode possible thereby, cr by 
cs ti anting the v .luo whi eh. individuals appear to 
put an their awn time when offered the possibility 
of o f st.r journey :t a higher price. T ho value 
cf he. .1th benefits is sometimes estimated in terns 
of the avoidance of lose of .arnings through ill- 
health, although this obvi :usly ignores the 'intrin- 
sic work cf good health to the individual. Sduca- 
ti nul inVv staent is s cantinas valued by reference 
to the marginal increments which it nd-s to the 
earnings of individuals. This is clearly not an 
adequate indie.- ter of the. v-lue of educ-vti n, and 
in seme instances it is nearly impossible to apply 
(,o.g. in the case of as -easing investment in new 
primary school s). If on attempt w-~.ro made to 
calculi- to income differences as bo tween those who 
attended new primary schools and those who. Went to 
older ones, an impossibly elaborate normalising 
exercise- would hav-e to/ bo .conducted to adjust for 
other factors much more relev nt to income differen- 
ces. Those -problems are ov^n more acute in the 
context of evaluating the benefits .from the spread 
of comprehensive schools, since income differences 
observed in the past are not relevant, and with 
such a pervasive censure - it would be difficult to 
forecast the- impact cn future income differentials. 

All those measures, though relevant as 
part of the 'evaluation exercise, are incomplete because 
they fail t .» reflect the spillover benefits which 
arc usually associated with the public services. 

The external -benefits of -education and health ser- 
vices extend beyond the immediate recipients, end 
are not reflected in the sums individuals will bo 
willing or a tic to pay for thorn. In the case of 
such ’colloctivw' or public 1 goods, (like the bene- 
fits to the co rm unity as a whole from immuris .tian of 
individuals against infectious and • contagious diseases), 
it is netarbusly difficult to bet accurate, estimates cf vhot 
such provision is w erth. The arc ho-' type of such ’collective 
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or ’public’ g- ods is ds-toicbj which h-.s the pecu- 
liar chr.ractv.ri stic s of such goods to an unusual 
dog r^e. The so, poculi ;.r elu.ract. ri sties aim, first, 
•that- .arc: individual* s c m sumption of such a go..d 
hr service dess not red .ice the mount .avail able 
f or other (i.c. consuls rs ore n t riv als '.s’ tJv»y 
•■'.re for .go d, colthing, h* using, etc.) ..and secondly, 
once such _a good or service is provided, it is 
difficult to prevent any individual from getting 
it (in the cgse’cf defence, whether lie w-nts it 
■or nets) . . Since the market mechanism. oust- p;.y 
for it, that you cannot get it otherwise, -nd 
. that if you have it you deprive so .acne else of it, it 
•will be, .clear that the market mechanism is net •• 

• well . fitted to provide v luations of collective 
■ gocd^, nor is it\o.a-sy to devise simulated rrrket 
Utaw hich would s-oun th**t purp ,-se. For inst nee, 
if pitple wuro asked r .hoV much would you b-j willing 
to pay for so nuch extr * defence?" it : i r likely 
"that there -would • be systematic und ^r st •• turnout .. 
since 'people w ould suspect th-t they night actu' .ally 
be c.lled upon to p-y the .-.neurit’ they ’offer’... 
sand they will hope th..t other people’s bids will 
lc.,j, to an amount of defence being provided -.which 
they regard as acceptable’, knowing th-t once- -it 
is jrovlded no one can exclude then fru enjoying 
it t eo. Thus in the c are of ’collective' goads 
and services- it will be necess- ry for some-, v lua- 
tioa to be made vie. politic 1 processes of one 
kin” or another. 

(iii) How can political, and soci al judge. rents 

bo incorpor • ted into the v aluation process? 


At _ this st .go it will bo convenient to returned 
to thvs notion ef the ’shadow pri ce ’ discussed earlier, there, 
wag implied that shadow prices could be calculated by 
rv-fwTv nev, to various market phenomena, for instance, the 
shadow, price of labour could be computed ••• s the value of the 
gc^ds rind services which w-uld otherwise- have been produced 
by that labour, or the shadow price of foreign oxch’ngo by 
the extent to w hich the growth - of national vutput. is 
constrained by shortage of foreign -exchange, nd so on. But 
sh_dow_ prices could equally well be determined simply s n . c 
of policy. --In ’the c- so of uneaplayed labour, it was sugges- 
t;- 3 ' 3 earlier* that -it s shadow price would be negative if 
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unemployment w\r_ ccp.sidwiVd a t ..d thing p.. r so. Clo '.rly, 
h v V\ - t v p" if is in this Soiis„ c mint •: , terra nod 
by reference t, any a :.rkst phenomenon, .nd if s 
ti.n is t.- be used it must bo rogarded -r tec bn 
f.ei uvirg piucisw .r-xp-r^ssi *n tv p./licy jud..- 


such a valu:.- 
inieal d .vice 

. ... r ...... .. . „ ... — vnt . This 

judgement night bo that the cenrunity is willing to dev. to 
£x of its resources ( evo r end abeve the .ctu \1 opportunity 
c et of labour) to c rooting nnw jobs so as to oro.dic.otc 
unonplcyaont . Clearly th~ higher is 1 n’ , the gr.- .tor is th> 
s -eiol vnluati on' being -.tt .chad t: the o • rodic ation cf 
ui onployn nt p r so. This device fc-.s the gra-.t -dv -,nt -p o 
•<f linking much more precise the weight to bo given to 


rious politic ol .mid social consider otic ns 


ainst those 


which the iio rket itself gon...ratoS, and thus greatly 
f cilit . to s both the' op«r ti on of . decentr ..ii s-d syoc.n of 
decision ii.okiiigj .nd inf emu d politic '1 dob te about wh.-t 
those weights should b... It else enables intangibles to bo 
h ondl .d -long si do- cth r elements- in the problem. 

An 'ilt-':; motive procedure- which , in nl tivcly 
simple cases, will chieve the some objective is to assess 
.the* select; d projects t various-, different sets of. weights 
for coots nd benefit-, so -s to discover the p rticul r 
sets undo. r which each individu .1 project becomes the one to be 
favoured over the other r . For instance, if one town centre 
redev elopment scheme w s p? rticul.- rly strong, on the provision 
of amenity space, another on parking -f cilities, -nd a. third 
on floor space devested to .-hones , then there will be some 
critical rel tive v lu .tier. of. these throe it.ems w hich will 
make -11 three schemes equally- acceptable. The • policy makers 
could then be .■ sited- .whether they think that (say) amenity 
space is worth relatively .more' than indicated by the set_ of 
weights which makes all three schemes egual, for 'if so then 
the f ar-:t scheme will be preferred to the others. In more 
complicated cases hypothetical valuations will have to be 


introduced, but even in this form this approach still has the 

/ . .... _ ~ . . . .. - «■ *_ 7. ; ... .. .A 


advantage that the initial sots of 'shadow prices' are th: 
un .from within, the analysis , thus giving the policy makers 
a* much more clearly defined set of issues upon which to excrc: 
thei r judgement . 


(iv) . How important 

is consistency? 

There is a further consideration which is of some 
importance with respect' to the rise of ’shadow prices 1 as a 
means of conveying social valuations, whether. these are 
expressed in absolute t?ms(i.e. in explicit financial 
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values) or In relative terms (I.e. in the form of value- 
raties or trade-offs between one item and ..-another). It is a 
matter of some consequence to ensure that whatever valuations 
adopted as the proper ex? re slon of policy judgements shall _ 
h.e applied consistently an all fields of governmental activity 
To do otherwise would he to pursue the objective'- of public 
policy in an inefficient manner ,.s can be seen by considering 
the following illustrative example,- Suppose that one govern- 
ment department (department A’), in pursuing a policy of 
creating jobs in areas of above average unemployment, accepted 
a ’penalty 1 of Lx over and above costs elsewhere, while seme 
other department (B 1 ) accepted a -penalty of £2x and yet a 
third (’O’) no penalty at all. These ’ penalties’ are (implicit 
ing the social value of eliminating unemployment in development 
areas as opposed to elsewhere. If each department then pursues 
its own policy effectively, then the marginal job created in th 
high unemployment ,.re'a by dep frtment. a will have cost 
the community £s, th t ©re t- d by B £2x, and that created 
by C- will have cost nothing, over and above the co ts 
elsewhere. This means that there are presumably jobs 
which could have been ere- ted. in the field for which 
department C is responsible which would h-- ve a penalty cost 
•somewhat le > than Ex, while dep - rtment B is accepting much 
larger penalities to the s, me end. Cle-rly more jobs could 
be ere . ted for the same cost if fewer ware ere ted by depart- 
ment B and more .by department C, and this will continue to 
be true ...s long s the coat of ere ting the m rginal job 
dif: ers between them. If all three departments were applying 
the snae ’shadow price’ and or king it effective at the 
margin, then the policy of ere., .ting jobs in .-re as of above 
average unemployment would be conducted more effectively. 

However, this general ..rgument for consistency, 
in uhe cause of efficiency, should not be interpreted .as an 
argument for too sweeping uniformity through excessive avera- 
ging Returning to the example of unemployment, the setting 
of a shadow price for reduction of unemployment, to be 
used by all departments, does not have to be bound by the 
various prices implied by past decisions, and it could be 
made automatically variable with levels of unemployment 
or with any other factors held to be relevant, as well as being 
v- liable through time on a discretionary basis ,,s a memos 
of expressing a changed emphasis In overall policy on this 
matter. Nor is it necessary for the same ’price 1 ' to be set 
for all regions, or for jobs in all industries, If there is 
reason to suppose that the social value of creating additional 
jobs varies from one to another. The imp rtant thing ? for 
the- effective: pursuit of policy, is that these valuations 
be made explicit and be applied consistently. 


THE RATE OF DISCOUNT 


Of all the current i au:s in co vt -bene fit analysis , 
none j more complex or f ,r-r_ aching ' tb.ji the choice of a 
suitable discount rate. This h„s made it necessary, for prese- 
nt purposes, to covsr only .-one cf the twin are :s of discussion. 
In -'the particular, no attempt has been undo to discuss the prob 
-isms involved when returns from a project ,.re reinvested or to 
the particular way m which .. discount r,.ts should be applied 
(the merits of present vr.lu -s versus mtern,.l rates of return 
have not been delved into) 

(i) why should future aoci EL benefits 

arid costs be discounted? h a , 

In as . 3 s sing public investment projects. it is 
.necessary . co have some measure. of the community's view of the 
‘ v. .lue of extra consumption (in the sense of an increment of the 
genera 1 living standard! in the future aa" comp- red. with 
the present. The' application of discount r te implies that 
the community values benefits ■and costs falling at different 
times dif erently; positive disc cunt rate (alternatively 
ca lied - positive r*te of time preference) implies that the 
.c ommunity prefers consumption today to consumption tomorrow. 

In ev.ry-day life, individuals take dec! a ions which reflect 
their r, taa of time preference, for ia t nee, in the choice 
if jobs ofre ring, differin'- time streams of e ruing- ( a . 3 . 
high p y c.t the beginning but poor prospects of -dv .nc ament 
versus of a low st- rting" salary but good prospects of 
'advancement) and in the choice of consumption streams within 
the overall ec.rm.ngs constraint (e.g. whet he r to save out of 
earnings to fin. nee higher - consumption levels later, or to 
borro ago.inat future e,.. ruing s to ‘support high consumption 
levels earlier on). The value which - any individual puts 
on extra consumption in the present relative to that in the 
future (his time-preference r,-.te) is defined as that discount 
rate 1 r ! which makes the individual equally satisfied with 
£( 1+ r) n worth m the present. This interest r .te, averaged over 
all Individuals, Is usually thought to be positive because 
even after risk and uncertainty hyve been excluded from 
consideration, individuals ns thought to have either a 
’ defective' telescopic faculty'* or the expectation pf a rising 
income.- The expectation of a rising income, combined with 
diminishing extra satisfaction with equal units of after- tax 
extr income js an Individual moves up through the higher 
Income ranges , . m ' y justify a positive time (preference rate 
for a large number of individuals. a - 1 


* The classic source of this doctrine in the English liter ture 
is A C Pigau, The Economics of wolf ’re, Macmillan, London, 
1824. po 23-30. 
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The risk-free rate of private time preference, 
even averaged overall individuals, is not usually regarded 
as directly relevant to public investment decision. Decisions 
concerning whether or not the community is to consume or save 
and invest for the future are by their very nature collective 
The individual has no direct means of influencing the co/.sump- 
tion saving decisions of other individuals,; which may be 
relevant to the amount of saving he is willing to do for 
thes a ke of the future benefit of the community.. The inter- 
dependence *f the decisions of individuals mean-: that the 
f uture benefits of public investment may be likened to a public 
good - - on certain not unrealistic assumptions it is possible 
to make all individuals better off by under taking mere invest- 
ment collectively, than there would be if each individual- wc re 
to make a privately assessed contribution to public investment 
from his current consumption.- Thun the rite of social time 
preference (the ST -rate) is something rather different from 
the private time-reference rate or any amalgam of private rates. 
•It (rather unhelpfully) follows that the 3 TP rate can not be 
derived by a ny simple proces f roar any set of rates which 
are thought to represent private time-pref erence rates(e.g. 
the risk adjusted inflation-pro fed rates it which invididuals 
are willing to lend money-), ' In practice, the STP rate will 
be set explicitly or (more likely) implicitly by administrative 
orp.olitical decision, which 'the individual .can influence only 
by voting or by other forms of political pressure.. .The STp 
rate will usually be set implicitly rather than' explicitly' 
because administrators and politicians are more likely -to 
be concerned with the choice between high rates of investment 
as xgainsc more current consumption, than they are with so 
apparently nebulous a concept as the STP 'rate Itself. None 
the, less when deci si ons .are me.de about the desirable overall 
level of investment, a view h.-.s been taken of the magnitude 
of the STP rate. 

(ii) How relevant Is the rate of return on private 

Investment to public investment? 

From th community* s point of view, a situation 
where resources were being devotee: to projects 'in "the public 
sector, which might have been used to exploit Investment 
opportunities with higher social returns In the private sector, 
would obviously be an unde -if -ble one. 'Leaving* aside 
the question' of the optimal total amount of investment, 
it is there f ore nece s ry to consider suitable criteria 
for deciding upon the be-t distribution of investment as. 
between the public -nd private sectors. _ , 
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The most obvi.ous first step is to ensure that 
" h s ihfcurw; from private sector investment are being 
compared, on a similar basis rath the returns from prospective 
public projects. . iJbsn a private f.iriii cor. ducts an investment 
aprri s~l, it looks - only ...t a he streams of revenues and 
expediturss associated, with the project. . When the Government 
conducts an appraisal of a public project, however, this is 
(or si. cud be) done in terms of social co C; ts end benefits 
and not solely in narrow financial terms. In order to compare 
the wofcth of any prospective public project with those 
which might be undertaken in the priva te sector, it is 
necessary to assess the social costs and 'benefits which 
stream from the br st’ alternative priv - te projects. The r-t-a 
of returns resulting from this asses'- ment i c known •• s the 
social -opportunity cost - (SOD) rate of inta rs/t; it is a 
m~ a sure of the cost to the commir ity of undertaking a public 
project instead of the best alt. native private one. There is 
no., reason to. believe th t-. this ud.il necessarily correspond with 
private financial rates of return as reflected, say, in 
(perfect) market rates of ; interest., ' The yield on a ny financial 
asset is thus an inadequate reflection of the net benefit 
foregone when ?. public project is undertaken ra t her- than a 
priva te sons. a. - h- ' , ; bV> . b-yb/. a 

(ii-i) Why should ths- social opp ortunity cost of ■ ad yy 

■private investment differ from the private 
opportunity cost? 

There are two main potential causes of a difference 
between the rate of return to a. private- investor from private 
1 • 1: _r.t and the rate of r tum to the community . The first 
..hid most obvious of these is that there may be benefits or 
disbeaefits to others besides the individual private invest nr 
by wh-,.m a priv*. te projc-ct is undertaken, (hie classic - example 
of thi s type of 1 externality* is that a nine-owner who installs 
a pumps to lower -the water level in his. own mine and" unavoidably 
benefit, the owhor of the mine next, door by 'reducint the ammount 
of pumping his neighbour needs to do. From the point-, of view; 
of the* community , both bond fits, should be included in the rate 
of return from investment in a. pump, but . from the .point of 
view of the inv. sting mine-owner, only the ..extra, revenue (or 
reduced cost) which he obtains for himself is relevant-. 
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because the benefit s^t ©neighbouring mine-owners would 
have bven ignored. -• Conversely, the . remay be disbenefits 
from private investments (such :.s noise and dirt emanating 
from ... factory) which would tend to make the SOC rate lower 
than the private opportunity cost of not undertaking private 
investment. There is no firm ground for saying whether 
• tho SCC rate is above or below the 5 average 1 private opportune. t 
cost rate on account of ext small ties.. 

The other ma in factor causing a potential diver- 
gence between. the OSC rate and priva so rat-_-s of return is 
the existence of Corporation tape and subsidies to priva te 
rates .'of return is the existence of Corporation t.-x and 
subsidies to privace investment (e.g. ir.v, staont grants). 

To the extent that the so have the offset on balance of 
lows ring . the/ priva te return from investment , the OSC of not 
undertaking prints projects will exceed the private returns 
foregone,- ' 'iau..;lu: 

In a country with a 50$ rate of Corporation t..x, and no 
off esets. such as investment grants or ■ oth...r subsidies to 
investment, the SCC r ate , of interest will tend to be double 
the private aft r tax returns from new iuve vtment t->- comp- 
anies. The CSC rate is not adequately reflect'd, as has 
sometimes been suggested, in the (risk-free) r-, te of interest 
on Gov rnment bonds, Wc use, in order to attract capital,, 
the investment of private comp a nis: m-y have to yield much 
more than this before tax just in order to provide a return 
to shareholders equal to that on Government bonds, externali- 
ties aside, it is the total return to private inva stmont which 
reflects the social valuations of the extr .. output stemming 
from private investment, not the af rir-rix return. 

. _ A tliird factor which might be thought to cause a 

divergence .between the SCC rate and priva to rate s of return 
is the risk element, which makes risk-everting private inves- 
tors seek a higher re te of return th,..t they would in a' risk- 
■ ...less world. Prom society's point of view, it is arguably 
irrelevant whether- five £100 projects in the private sector 
yield /a 10$ return each or whether four .yield nothing and 
one yields a 5®$ return. Prom the private investors view point 
however, a certain 10$ return is usually to be preferred 
to a one-in- five change -of nothing. Pincc the noim-1 
run of projects involve at least some risk, nrivato investors 
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will not inv.-.-at unless the prospective- return on an investment 
is sou .-.wh • t higher than- it would be in - riskless situation. 

But it is just bocan.a private investors insist upon a risk 
premium th t such an element should l~o he included in the 
BCG r.te. Otht rwi so the social returns from private inves- 
tment , which loight be vi ewed as riskless from the community « s 
point -c-f view, will be und cr-v blued . Thu- there should 
no div~rgonc~ cn tkw oCC re t_ and private opportunity cost 
ret.. s on account of risk. . . 

(iv) w ’hich rate should be chosen to discount the 
costs ;.nd baa,, fits of a particular project? 

As far c s cost benefit analysis is pc corned, this 
is the era of 'the discount rats issue. Unfortunately, there 
is no universally accepted view concerning the choice- of 
discount rate even in principle, end this reflected in the 
widely differing magnitudes of discount rates suggested 
by various schools of economists as suitable for discounting 
the returns from actual public projects. 

Th<3 differing views of economi-s be h-vo 1-wgely 
stemmed, on the cr.c hand, from concentration on the optimal 
amount- of investment overall (end the"S?P rate), and. on the. 
other, from 'concentration on -the .distribution of investment 
betw - n the private' and public sector (and th: -S0C . rate) . 

The situation is complicated further bee- use some economists 
favour using both those races in discounting end there are : 
still oth . rs who would use neither . df the many views on 
the choice of discount- rate, three only will be (briefly) 
explored harps (1) It ret ive -expenditure displacement , 

(2) functio-. 1 fin nee; and (3) implicit discount rates. 

The eltern; tivp expenditure di spl^c ament view holds 
that public investment can be com side red in a fully employed 
economy-, as displacing oth... r forms of final expenditure 
(o.g. cor sumpti cn) end th,.t the discount rats applied to the 
■stream' of benefits from a public project should bs derived from 
the returns from, the p .rticul-^r forms of .final . expenditure 
which would. have 't.,.ken place if the - public project h.ad not 
bem undertaken.. In practice, this would moan this the 
means of financing' (whether -by taxation, borrowing or 
otherwise) prospective -public .-project J would had not been 
undertaken. In -practice , thi s* would, mean -t'he,t the means of "■ 
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financing have- to bo examined in order to trace the source 
of the resources to b: used . To the extent that these 
ware found to have, to corns from current consumption the 
•discount r to plied would be the SIP r te (as. the 
indicator of the relative value of ...consumption foregone 
in the .pro sent compared, with benefit •? to be obtained, from 
a project in the future). • But in the extent; that resources 
were found to hs ve to corns from inv. vtmsnt, the SCC would 
be applied to estimate .the f rustr-.ted ■ -tro ms in future 
consumption f oregano by hot - und.rt,. king ' the alternative 
private or (othor public) investment . Finally, the 3 TP 
rate would bo applied to this f rust rut d stream of future 
consumption in order to obtain its" present value. Discounting 
because of foregone consumption in the present would thus 
be |one in soms stage 5 . discounting because of foregone 
investment would be a two- st: go process. 

It. is evident that the displacement approach involve 
'a number of assumptions. Most importantly, it assumed that 
the analyst must take the. Gov rnment ’ s policy towards- 
private investment as given. The' .analyst ..may have selected 

• by this method the highest return (public 1 (th~ public 
sector being constrained to cbrtaifr investment fields only) 
project available, and its construction me y leave the 
community better off than; it would bo otherwise, let it is 
possible that still better investment opportunities may remain 
unexplicit ed in the private sector. 

This apjrero.-ch is ob ject-d to by the functional finance 
school, partly because of its near impossibility of applica- 
tion (its proponents 'willingly .concede" that it is a counsel 
of perfection), but ma inly bac.--.use it is held- undesirable 
to build into policy a dais'' Hoc t ion f of investment as 
between the public and- private sectors. The functional finance 

• approach would ignore the me. ns of financing public projects 
altogether as irrelevant , sines it is .. rgued that the Government 
should in principle be' able to control the b~l nee of privet, 
investment and consumption, and should not follow a policy 

of undertaking projects in the public .-sector when projects 
w hich yield a higher soci-.l return might be undert ken la- 
the private sector. Therefore the SCC r. te, it is held, 
should bo used in preference to the STP rate (w hich is 
thought to he ’lo.w-r than; the S 0C rate).:; no additional element 
need bo included, in the calculations which specifically 
allows for' the community { srate of time -pro fere nee for consu- 
mption now as compared with the future. 
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A possible way out of the the. or . tie,! dilemmas 
rd or otic 1 difficulties connect: d with the- choice of dis- 
count _ rate has been sup'”': st d by sons economists. This 
involves examining p- st choices made -by did sion-t akers about 
projects, making r -n :t tempt to.. ostia ate the prospective r.- te 
of r turn which thee: projects Vara expected to yield ? and 
locating whore the cut-off point h s been. Propositions of 
the following hypothetical from 'might then -be put to decision- 
takers; '"If you undertook X on th-r grounds th't its social 
r te of return ws s-.tief ctory, then you should also undertake 
Y n . There is no reason to expect, however, that politicians 
and decision-takers will ,■ always choose to bo bound by past 
decisions and indeed, on a theoretical level, there is no_ 
reason why the 3CC or 3TP should not vary through tiuw None- 
th^lw jS , die analysis of past decisions and the implicit 
cut-off discount rate derived from them — can be a guide to 
making consistent decisions, ev.n though those will not be. 
founded on any absolute- criterion. ^nqt aan/. : 

(v) should the same r .te /nay/y^ 

apply in all fields? - rV>/Y; 

Interpreting the discount ratv a? a measure of the 
differing values pi .cod upon inputs and outputs according t* 
the time at which they arc committed or -enjoyed, wc arc led to 
ask whether there is any reason to assume that these- relative 
inter*- amp oiv,l valuations /will be ’ the same for all input e and 
outnue-s.- For inst nco, why should a beautiful view ce cay 
in' value- at a. rate of p.a. just b .c-vyis-e that is the rate 
at -which- we ’chink h. colour television set doe-s? Is there not 
a. good ca e for applying a much mein purpose is to cons- rv: or 
create good thiegs for distant posterity, while a- plying a high, 
rate to projects with a shorter’ timehori 2 on? . 

This 'qu-'-tion no-.ds to ] e tackled in two stage . The 
fir >t concerns our expect tions about goner.- 1 living standards, 
and the second our expectations bout its individual components 
Our normal expectation is that living st .nd'-rds generally will 
rise, so that incre.ses in cura.ont living standard's arc more 
vp. liable than incre ees in future living stand'rds, for 'we 1 
ai"- tho poor .and ’they’ are the rich! Howev r, the satis- 
faction of current demands is not an absolutely over-riding 
consideration (uni os a w t , expect that the end of . the world 
is imminent l ), What wo hr.vo. is a rough ids a. that it is not 
worth. Sacrificing more than £(l+r) of income next year to 
get £1 this year,- 1 r' representing our rate of time preference, 
In this s .. .rise ' the rate of time preference applies equally to 
all components of our living stand -.rd, although we do not 
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normally think it through so articulately as implying a trade- 
off (inter- alia) between disparate things like beautiful views 
later and television sots now, as well as between more homo- 
genous choice such :s feni later and food' now. 

In addition to this' attitude towards future increases 
innur -.gener '1 living standard, we m--.y also have views 
on ‘changes that ate likely' to occur in our. valuation of. 
specific item’s,- ?-©r in«t nce ? .. as we all get richer, we may 
come to valuo leisure .ctivities more, highly in relation 
to food and shelter than ws do now i.e., there will be a 
demand shift in favour of goods nd services associated 
with the enjoyment of leisure. Thus we may expect that 
certain goods and services, like areas suita bla for peaceful 
outdoor recxa .tion will become relatively much scarcer than 
they are new, and hence rise in value even if the demand 
for them remains unchanged. These shifts in relative values 
need to bv superimposed upon the effects of .changes in gen- 
eral living standards, and may, in some cases, more than out- 
weight them. Thus wo -may find that the preservation .of historic 
buildings provides benefits to the community which rise in 
Value through time despite • the. general effect of discounting, 
because the community is coming to attach groa.tely relative 
weight to this coa$»onent in its living standards than it does 
at. present. 

’It is important to koept these two influ cnees 
segregated in a cost-benefit annlysis, because if they are both 
nssimilarod into a single (adjusted) discount rate, this r?te 
Will apply to all the inputs and. outputs associated with a 
given 'project, and not just to t'h one to which it is tailored, 
it is much better to aaply the' (gsner Used) rate of time 
•p ref . rune o. as the discor. 't rate, and dc 1 directly with changes 
through time in the rel t_vs values of different components by 
explicit adjustment in the valu es' placed on such costs or 
benefits, . 

RISK AND UNCERTAINTY 

should higher discount rates 
be _used for riskier projects? 

: Adding premia to the discount r -to to allow for differ an 
ccs in riskiness is a convenient device which,- though wide spread 
is of dubious validity in .principle , end may well h.- vc dele- 
terious results in pr.-. ctice. T he argument adduced to support 
this use of the discounting procedure, as the vehicle by whi-'-h 
an allowance for -risk uncertainty 'is imported into the an - ly s:. $ . 
is that since we are less and less sure about the oscim-.t-s that 
go into 'any project appraisal as tan. y come to depend on events 
more and more distant In time, a higher discount rate will 
reduce the weight given to the more distant translations, and 
hence reduce the sensitivity of the overall outcome to- likely 
(but unknown) errors- in forecasting the remote Nature Support 
for this procedure is also sought from the knowledge that in erd 
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ri ' - '• ~ ;r : j octe in t h e -t: vale sector it is usually 
necessary to offer vher higher prospective rates of return, 
eo, by analogy , this v.culcl justify the use of barber rates 
■for :.i •• Icier projects in she public sector too. 

y.yybV p bbb'y:’ ..." :'P pi ,;'■■■ ii'Pvp': bl fV' ':op'p .:: \t../Vyt’.b P; ^ 'Oi'p^ep./sPP.p^P^'hjPpo'.P' 

'It vyfll be argued h rr«; that r c 5 Vber on these 
pPvepo---- tiers upvP:-: edepnrte supper tier rick p retie t,» 

' be added tc to- hi count re : in ccrt-P refit studies. In 
the first rice, .rot all tee phenomena associated vj.tb a 
particular project will exhibit the pattern of 'riskiness’ 
which is implied by raising the discount rate, yet the 
discount rate will be applied to all aspects of the project, 
°ven the «-e vhi cb can be estimated with near -certainty . A 
Second, more pragmatic, reason for resisting the use of 
"'risk premia', is that by appearing to deal comprehensively 
.with risk end uncertainty, in a manner which^ reduces these 
phenomena merely to a minor technical adjustment, in computa- 
tions, it will also appear to ta ke unnecessary any closer 
analysis of the effects on the overall position of possible 

errors in the estimates of individual items in the project 
appraisal. The analysis will thereby not only have obseured 
'important it- sues which ought to have been clearly ■ 
identified end investigated, but they will also implicit?/ ly 
have arrogated to tlrnae ive*s the weighing of the various 
risks, wherP that judgement is essentially the task of the 
d eel - ion mak er e t bests e lve s . 

(ii) If there is to fee nr 1 risk- premium' , how can 
risk end uncertainty be 'incorporate#! into 
the analysis? 

Before discussion other proposed methods of 
dea ling ..with the pervasive phenomena of risk and uncertainly 
note must be taken of the respective literature on the 
subject. 'Risk' is used to refer to situations where, 
although the ou come with respect to some phenomena a : whic h 
affect the c~ lcul~ tions is not known or expected *dth 
certainty, th^ estimators at least have some ides, in prrba- 
bili rtic terms', of what the r ange of possible values will be. 
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On the other band, mb ere ' uncertainty ' present, the estimators 
aie not even able to be this precise, and will only know that 
mere than one value is possible, without being very elear .oboe 
how probable the various possible values are. J»n example of 
the phenomenon of f ri sk * Eight be a good statistical estimate 
of some trend in the use of a facility, to which one oan 
append 955& confidence limits giving upper and lower bounds 
with rather precise probabilistic attributes, in example of 
'uncertainty 1 , by contrast, might be some major technological 
breakthrough such as finding a cure for cancer, which is 
believed to be 'one thecards', but the timingand extent of 
?/ ich no one is in. a position to predict. It is knvvsn however 
that if it occurs within the physical life of the project 
under consideration, then that project va.il be rendered pre- 
. maturely obsolete. The chief characteristic of such uncertain 
projects is ignorance of the probability distribution of 
possible outcomes - which is a Ira ye a disadvantage . 

Clearly, In order to meet the objections raised earlier 
'against the use of comprehensive adjustments like adding a 
risk premium to the discount rate, we need devices which can 
be applied to individual benefit or cost items, and which 
reflect the particular kinds of risk or uncertainty which 
attach to them individually. This presupposes a through 
scrutiny of the assumptions (implicit as well as explicit) 
upn which each estimate is 'based, with a view to answering 
the Question 'wbat^cou^d. go wrong here?' • Three main 
devices will be considered here as useful ways of incorporating, 
the’ results of this qu: ; stioning into the overall analysis of 
the project. The first will be the use of 'expected-values' 
the second the use of 'sensitivity-analysis', and the third 
the adoption of more full-blown decision-theory techniques. 

(iii) What advantages does an 'expected value* 

have over any orber point estimate?' 

There is clearly c onsiderable computational 
advantage in having s single figure to wwrk with in a project 
appraisal rather than having to maim pulate a whole range of 
alternatives for each item. Typically a 'best estimate' wil. ; . 
frequently be based on notions which resolve essentially into 
the statistical concept of the model point in a frequency 
distribution of outcome by probaba ilities. This probability 
distribution may be very flat and widely spread, «'r it may- 
be eharply^-peaked and narrowly-spread so that in the former 
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c~?r. the ’ estim te' will be both more likely to be 
wrong end likely to be wrong to. e. greater exter/feta then 
in th" latter case. Moreover, the probability distribution 
may bv distirc tly showed, i.e. the dispc-rsion of a Iter native 
outcomes m.ll rot be symetrical about tbs modal point, in 
which c"se the ’beet esthete wall be more likely to be wrong 
in or- direction than in the other. It is therefore argued 
that each possible ou come should be weighted by the 
probability attaching to it, and the sum of these weighted 
pu tcoaes. added together to rive the mathematically (or 
acteriaily) ’expected-value 1 for that i ten. 

This clearly b->s the advantage over the cost likely 
or model point estimate that it takes the whole probabiliiy 
distribution into account, but in thf 9 case of perfectly 
symmetrical single peaked distribution it gives the same 
answer; 1 it does not d. fferentiate between sharply-peaked and 
relatively flat pi o be hi lity distributions of possible values. 
Ibis hr in e us to .. he issue of whether point estimates 
should be abandoned end possible range of cute ernes set out 
explicitly instead. 

(iv) Is it worthwhile to go 
beyond point estimate s? 

Once one moves awe v from point estimates one is 
rrlti wiring the amount of computational work in any project 
o.ppreisc4 so that fcxEgxxsc before doing -:0 ore needs to be 
confident that the return is likely to be corar rsuifete wait h t e 
extra cirortr Info r turf, tely , it is not possible to answer 
this question eatiafectorily without actually a boon forcing 
poin'- estimates ar.yyey, TT oweve3 , in n 3 ge of electronic 
ccnpt'erc we ere largely emancipated from the sheer medium of 
time cone iming arithmetic, it is the effort of getting data 
on which to form dependable alternative estimates tbatnovv 
is more frequently otmr. main problem. Icceptmce of the need 
■to make alternative estimates open up a useful screening 
device which wall tell us where to devote : our energies, for 
we can very the point-estimate in a fairly 1 avals which we 
think might be .possible) to see ’ bleb of tfcr eetlia ties ere 
critical for the overall outcome. By thus testing the sensi- 
tivitv of the results tc varying assumptions of different 
likelihoods we would hope to finish up with a manageably 
small agenda of items which appear worthy of' more- detailed 
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scrutiny*. : . . : 

%' l : . . .' / k : V- , i ;■ .pi. wivi 

It is el so f req.uenily e -id that" or-ce the analyst 
departs from point estimates, the result in a confusing welter 
of alternatives, between which the decision-makers in 
unable to distinguish by any r=tlon» 1 criteria, so that any 
of the following outcomes may ensure: 

(a) the analyst is asked to climb dear off bis 

fence , and clarify the situation by indicating 
luite an ambiguously Treat his bent guess is; 

" (b) somebody else is asked to provide a 

succinet c summary of the main conclusions of the 
analysis, in which case fc<=> will probably select 
the point- estimating that he thinks are. 
the more 'realistic'. 

(c) the decision makers inspects overall outcomes, 

and 'selects' that sat of - assumption s which leads 
to the outcome he likes best. 

It is then argued that if .'the outc one is (a) the 
analyst might just r s well hove stuck to point estimates in 
-■he first place, that in case (b) someone else's inexpert 
assessment of probe be i li ciee is being substituted, for that 
:"of the people who h-’ve orkod on the data, end that in case 
(o) the analyst has merely allowed himself to become an 
elborate piece of intellectual window-da es sing . So all in 
•'-11, it is better to keep i t simple. 


Ihe case of prem ture obsolescence due to 

tec bao logical advance, mentioned earlier in connection r ith 
the treatment of cancer, could be dealt - ith in this way, 
viz. by testing the sensitivity of the appraisal to 
project life, so that one 'would fay that the project 
will be worthwhile provided a cure for cancer is not 
found within (eay^'5 years. 



»•; r <-hort- term tactic the attraction.? of this 
■: rg ament are difneuit to reyir-t, but s the basis of t 
lo.up~te.rm. tro ■; -gy tosy h-ve little to recommend them. 

Tt not the . n'-f rt' s ,jo to pre-empt the rc-sponsibili ty 
of the dec' eion m l-rr to de-fire hie, or his ovsr^ri t her ’ s 
atftude to--; e* pei tic rl- r risks. While the policy rpker 
ecu mot oe -.xp acted to ■-elcor-e an analyst’s report emptier icing 
i to. in ercrueir-!;ing uncertain tie 3 a bicb hove explicitly 
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It i& than- up to toe decision ackers to formulate 
ttitude to these risks. They cray be extreme ly^ 
cautious "0 that’ the 'dec! e-ion rules’ they generate '-'111 be 
ones thicH reflect minimi ee the d'-ye done if ev*ry thing 
goer v.rcng, even if ’this -means s crif icing a great.. d eal 
of the potential benefits t* derived if t nines went righ 
Conversely, the nay billing to accept the risk of heavy 
penalties, if thin, s go wrong in order to achieve a 
breakthrough on the benefits side 
luck , 


m a; 3 ox 

given e moderate run of 


* •Ihis~ T c me*-' theoretic ’ approach to problem, formulation end 
are lysis * f : .described in CIS Occ e clonal P-per Ho. 6, ’’The 
2 -lc-rn er. irry Ide-s of Game Theory” by I\H Poston rd. C Codding ton 
end its implications are further developed in the breeder 
context relevant to this paper ir. CIS Occ sion--! P per ITo .7 
M Statistical Decision Theory”, by the- seme authors. 
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It is 'not for the analyst to tell the policy mak°r wh - t his 
decisions rule .should be, but • only to ensure the t the policy 
rr.rkv r is a were of the c-use iuercs s :^.d '.mplicotiors of 
adopting- any -particu’L- r rule. 

Yet further a lie lytic"! ^ if fieri id, as. day -rise v : hen 
it not simply a natter of noising a 'right' or 'wrong' 
decision no;.., but rather one of making « decision now bicb 
is only a partial commitment, in the sense that it is not 
totally irrevocable, but which does nevertheless close 
certain options. These are often the most excruciating of t te 
problems facing policy makers, end the cio*t straightforward 
•tool avail:: b 1. e to a nc 1 y s t s t o 1 ay b ° r e t b i s a. e p ec t o f a 
decisions' structure i- the use of the decision tree**. By 
exhibiting the expected time sequence of events and 
decisions, d by at tec', ing benefit and coe t estimations to 
each stage the decision tinker is better able to comprehend 
what scope he is leaving himself for subsequent revision 
of his chosen course, of action, and ?.t wh t cost (in terms 
of potentially beneficial outcomes precluded) be is maintai- 
ning this room for manoeuvre. 

Effects on she Distribution of Income 

It is necessary to identify the incidence of benefits 
and cos vs between different groups within the community? 

Most coct-b eus fit studies the t have been completed so 
far -have not been concerned to .identify lire impact of 
projects upon the fortunes of parti cul.-r groups within the 
community, but have been content to sim the benefits (to 
whomsoever they accrue) and sum the co, ts .(en whokspver they 
fall) and simply to compare the two. This may well be an 

** A simple exposition of tb? u::e of decision- trees in a 
context similar to that under consideration here is to be 
found in two articles by John E. Magee, "Decision frees for 
Decision Making" Harvard Bu rinses P v vi'" T , July/ August 1964 , 
and 1 How to use. - decision Trees in Capital Investment', 

Ha rv a r d Bu sin e s s R p vi ew , 1 96 4 ► 
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acceptable classes of project in which this would not be 
sea-.bf •.? to-y j ti; pre.i .etc which have .3 thoir -objective 
some redistributive .if act (c.g-. providing services for 
so,- :t r>et g roup -t the expense of noth r target group) end 
thebe rejects which might (suit. incidentally) .seriously 
dls advantage a particular' group of people. ! In such c. .ses a 
simple summation and c omperi si on of" costs and bone fits over 
the whoio 'community will conc._ ..1 features in which the decision 
makers will he critic -lly int.uueted, . 


In the form; r case it is cle.rly neceswry to ensure 
from the outset that analysis is so designed that data will 
tu. collect.,'! tin t indie -tes wheth.r the intended, benefici riss 
will in feet benefit, end by hew much -nd whether /the intended, 
he.-; rare cf the costa ■-will in fact b.e those who actually bo - r 
the costs nd by how much. This is an or a easily, s- id than dons , 
howev . r , as the long and coetrov rsi.al history of attempts to 
measure the incidence of taxes show. It may ‘ well tum out 
that it will not b.e possible to go beyond identifying the impact , 
or ‘formal incidence*, of a project, .eschewing the compile .--tiers 
that .nsuQ , once One t rites to e-tim . te wh t people' s reactions- 
will be, how . eh-ey may ' shift ’’ part of the immediate. coat -burden 
by their cwn responses, or have part of the immediate benefits 
shi phoned off -by the reactions of othe rs,. 


: - In the later c ,sa things ;.rgue-s- th.. t. such distributional 
effect- can be incorpor- t~d into the analysis by . adopting a sy- 
stem of 'weights' which reflects, the;, social v,„lue placed upon 
additions, to (or subtractions from) the nd income of diff erent 
S roup sin the -c ommurl ty . T has cost s b o rn by ( and b „ n of i t s re- 
ceived by) sex. rcl-.tively ’undvr- serving' group might be 
multiplied (say) 0.7 and these feenfmg to .some 'deserving 1 
group by (say) 1.5 and so on, and from then or, one could 
proceed by simple summation' as before, (this does meet the 
case formally /.provided fcix-.t the relative -social value attached 
to' marginal changes in- r.cel income r.m.dns constant at the in- 
die tni resp-.ccive levels. But where do these weights come 
from? If the ’d-. serving' means 'the po.tr* aid the * undw r serving* 
the. 'rich*-, one might tb torn: the net of-t ax- proceeds to the 
recipient to the recipient of an. additional unit of gross income. 
Thus , . f or . so eeone with airaarginal inch ore tax -rate’ of 90^. the 
weight 'would be 0.1, while for someone paying no income t<: x 
it' would be 1.0. This appro -ch obviously r.-lies on the ac- 
curacy of th.; income tax- schedules as 'axpibuslons of society's 
view as to the rel-tiveas ociel value of • additional real income. 
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Sometimes, however , 'the ’do serving,’ V.&. 

■’under serving’ categories will bo loss directly re In tod to 
individual personal incomes, as, for ins fconec, when^it i§ 
int o-r~ regional distribution' of costs and 'benefits which is at 
issue.- This is not the place to investigate the ’implied 
preference 1 or ’ shadow price’ of raising the real incomes, or 
creating jobs, in som~ regions rather than others, except to 
note th..t this is 'another important distributional effect 
which can be incorporated into the analysis by an appropriate 
.system of ’weights’ providing that some- mechanism can be 
devised - for producing such weights. It may well turn out 
that the only acceptable method of so doing turns out to be 
to get th policy makers to state explicit weights of their 
own. This approach usually runs into -difficulty that they or. 
unwilling, to do so, though this should not deter' the analyst 
from trying to get . them to be as explicit as possible. 

(ii) How do. compensation arrangements 
be r upon the analysis? ; . 

A second line of argument th- 1 is sometimes .encoun- 
tered in thi.s field is th- 1 since' the community has already 
set up a mechanism for making compensation payment s^in 
cases where this. is felt to be necessary, these, and only 
these, cases no-d' to be taken into account. The major 
Weakness in -this position is that. the., compensation arrangements' 
may well be. universally regarded'' as inadequate in the parti- 
cular field 'in which the analysis, is --being conducted • e speci ally 
if it concerns phenomena', of relatively "recent origin (like 
aircraft noise) 'which the present legnl-admini strativo 
arrangement s . for compcn's tion werp not d.. signed to handle , 
or which on other grounds of public, policy have b^en speci- 
fically excluded, from the realm of compons .'cion. In such 
cas.s there can be no denying' that some people are worse 
off and that the community; as a' whole might regard them as 
deserving,- despite the fact that society has not made formal 
arrangements to compensate them. Thus, since wo ire seeking 
ways of measuring extent to which people are In fact be- tt. r off 
or worse off, it .is 'dangerous to assume a priory that this will 
be exactly the same as the extent to which’ the system will 
itself - count rue t by compensation .and taxation any changes in 
their- welfare. 

This argument about actual compensation arrangements 
as a count „r- red! stributive mechanism is to be distinguished 
from an apparently similar one conoming the . Use of compensa- 
tion te-sts c,s a m^ans of estimating thw extent to which people 
&r v advw rsely affected by any particular project. If on*.- is 
trying to w stimate th^ loss of Wwlf :.n imposed cn a local 
community by having s*y a new prison or airport located 
. ■ nwc.rly , it is illuminating to s^ek answers: to such questions 
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as 'how much would you be willing to ~cc..pt as f :.i r 

cons us ti r. for having to put up with it? or ’what would X 

the cost to you of .-.voiding its imp set (say by moving) 

Bach of theSe questions would probably yield a diffcr.nt . 

s.nsw. r, d- pending partly on th_ existing distribution of 
income and partly on the intensity of p.. opL- r s aversion to 
th. prison or airport. Y„.t each of than giv. s an indication 
of the welfare loss suff ,r..d by the parties cones mod, and 
it is for this reason that the questions might b- posed, and 
not because coupon action (or bribery) is - actually being 
coiitviapl- ted. Tliis highlights the major weakness of the 
appro - eh, which is that it -is v-_.ry difficult, if not impossible 
to b„t people to reveal their 'true' views in this sort of 
enquiry, -nd th-.r is likely to be system- tic tics, in my 
answers received b.c-ns. of the incentiv , to exaggerate cr 
minimise the sums involved nc cording to where the respondents' 
interests li;_. ■ • .... . '1:1 

The safiest course for the analysts to pursue with 
r.spect to distributional effects would therefore seem to be 
to identify the • re lev . nt -groups in the community (in conjunction 
with the decision m,:.kees) , and to estimate as far as possible 
the distribution of co-ts nd benefit s. botwe.n them. Any 
consequential imp fct of existing taxes, subsidies, compensa- 
ti on .'arrangements, etc. Upon the respective parties con 
then be shown explicitly also, end the net redistributive 
.effect presented to the decision .maker along with the oth-r 
results of- the analysis. I t will then be -possible to. carry 
out such furth. r manipulation of tills d ta, via Weighting devi- 
ces of some kind or other, :\s may be regard .d as desirable and 
-accept ...blc., : •; 


CONCLUSION! 


COST-EEUEFIT AhADY&lS AND DECISION i-iAKXUG. 


The Role Retained by 
the Decision-maker. 


In the preceding Sections, son- of the main issues 
of principle in cost-be nofit analysis have b.-.: n briefly 
explored, and a tent tivc view h, s been expressed on the 
merits of the altern.-tive approaches to some of the more imp 
ortant unresolved questions. There remain many .areas for di 
especially in connection with the significance of various 
discount rates and their suitability for particular applica- 
tions,-. Even if this- wore not so,.' and ev-. n if economic 
efficiency in the narrowest s.. ns., wore conceded pr.rnmountly , 
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cost-ben of it-- analysis 'would not provide tho administrator with 
a meant of relieving himself of cri daily important decisions. 
In fact ? deci sion makers might well boWare • of experts who help - 
fully simplify their job 'by making implicit decisions in the 
course of their analysis 5 these may include some which Lat^r 
turn out. to bo wholly u nrw.elistic or unacceptable, during 
the course of the consideration of the set of circumstances 
relevant to any project decision, the; administrator has on 
. important role at each stage, questions such as 'what benefits 
or costs are to remote, in time, location or- from the main purpo 
of the project' or 'what is. the appropriate shadow price of 
foreign exchange' can be settled ultimately on -by admini strati v- 
ly or politically determined criteria, Inde-od the most funda- 
mental choice of all which items should bv counted as costs 
and which a. benefits — depends upon the point of view of 
the 'client'. The schematic flow chart below is an attempt 
to- summarise the functional, seq uence of tho main steps to 
be taken in the appraisal of a project 5 it does not necessarily 
r^pres^nt any chronological sequence. It serves to illustrate 
tho roles of the cost benefit analyst end the decision t -ker, 
and thoir int e r-d epe ndence It' will be seen to be be sed on 
the STP view, of discounting which reflects th 'authors' own 
st-ndp oint , -but it could bit suitably modified to accomodate 
othe.r schools of thought. The adv-nt - ges of cost-benefit 
analysis lie not in making decision marking simpler, but in 
tho possibilities for the ‘systematic examination' of each part 
of a problem in hand, for putting div rse: decisions on a par, 
and- for following tho logical consoq uences of a synoptic 
view. In short, it is a means of organising thought, not a 
moans of avoiding it i 


.x. . 
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PLANNING. PROGRAMMING AID 
BUDGETING SYSTEM (PPBS) 

DR.M.J.K.THAVAHAJ 


What is PPBS? 


PPBS is primarily a system to help decision-makers 
allocate resources. David novick defined PPB as rhe snm of 
the steps or inter-dependent activities which enter into the 
attainment of a specified objective. The programme, therefore, 
is the end objective and is developed or budgeted in terms 
of all the elements necessary to its execution. 

Planning refers to the definition of -missions, goals 
and objectives, the identitication and evaluation of alter- 
natives and the choices among the alternatives. 

Programming refers to the ’link" b.. tween planning 
and budgeting: It involves the documentation of decision 
on resources requires and outputs to be achieved, scheduled 
over the years involved in the planning period; and the 
accompanying information and documentation systems. 

Budgeting refers to the process of translating 
the decisions, programmed in the long-range planning format 
into the annual budget format, with the more precise measures 
of inputs, price tags and outputs which are possible and 
necessary when you are loticing only ore year ahead. 

Objectives of pPB3 

As Prof, Jesse Burkheal puts it, program budgeting 
(PPB) in its recent evelution has throe partially separate 
objectives s 

(i) TAXONOMIC - The classification of government 

activity in t:ras of goals and 
- . objectives* 

(ii) ANALYTIGA - The 'comp arts «n of costs with outcomes 

and the exp l>ra t ion of alternative 
means for voiAevxng outcomes; 

(ill) PROJECTIVE- The lomg-r? nre planning of government 

programmes. Benefit cost analysis is 
concerned with the second of these 
objectives. 



^nc.ble 


According to Honor tho system 'i s' designed tc 
each ague cy to: 

(1) iiJxG available to ' top' iaanag.nept more ecncerato 
and specific data relevant to broad decisions; 

• (ii) pell out more c once ret sly -the .objectives of 
Government programs ; ' ■ - a -■ 

(ill) analyse systematically and present for agency 
head -.and Presidential review and decision 
possible alternatives and . alternative programs 
to.. moot those objectives; 

Civ) evaluate thoroughly -end compare the benefits 
and costs of programmes; 

(v) produce to-tai r-ther than -partial cost esti- 
mates of programmes.;;, ' ■ 

(vi) present on -.a .multi -year.. basis the prospective 
c opt s nd accompli shment s "of p rog rammo s ; 

X vii) review objectives -and -conduct program analysis 
on ^ continuing , year-round basis, instead of 
on 0 . crowded schedule to meet budget de il-li.no s » 

In the United .States the ; entire; system operates within the 
framework of over-all- policy guidance — from the President 
to the agency' head, and from the 'agency head to- his central 
.planning, programming mind budgeting staffs' and to his lino 
•managers, • 

The various stops involved i-n-^P-BS^-are - meant to cov_ 
some of the glaring deficiences the earlier budgetary p metis 
.such as: . • . • ■ 

(1) imprecise statement of .missions "of ah organ! s- 
ti-on; 

(2) weak: data base and analytical tool for 
rations,! allocative decisions: 
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(2) imperfect costing of programs; 

(4) ..inadequate rtieulation of ol: nniiig net 
budgeting 

Ir. the words of the Circular Ho.fi - 11 of the 
bureau ox the budget: 

’’Under the '^present .practices, however, programs 
revi erw for decision -nuking h. s frequently been 
concentrated within top short a period; objectives 
of agency programs and activities have top often 
not been specified with enough clarity and concorc- 
tane-ss; accomplishments have not always been 
spocifi sd concretely .... alternative s have been 
insufficiently presented for considerations by top 
management; in a number of cases the future year 
costs of present decisions have not -boon laid out 
systematically enough; and formalised planning and 
systems analysis have had too little effect on 
budget decisions. 1 ’ 

In particular, the PP3 attempts to "bring together in a 
coherent way the planning acti vitas of the Government with 
the budget process. In the words of Hpwar: 

’’Planning soparatel from budgeting tends to be a 
sterile exercise; budgeting separated from planning 
tc-.nds to be short -sight and not well enough infor- 
med. It is vitally import nt that these 'compli- 
mentary ctivities be linked”. 

Thus iVS focusses attention on the.ne.d to intergrate multi- 
year planning and' programming with the budgetary process 
where the broad programme decisions are tx--nsl-ted into more 
refined decisions in a budget context.. 

PPB in the Department of Defence 

Before the introduction of PPB institutionally and 
.operationally, planning and budgeting hc.v; run. along separata 
tracks.. Planning was generally .oriented .towards ths develop- 
ment of- new weapons .systems-, . programming, that is, the time 
phasing installations, was separated from both p.Ljn. iru; and 
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budgeting. And there was no systematic evaluation of 
costs, in particular, there was no articulation of relation- 
ship among Be search and Development (R&D) , installation and 
operating requirements. Thus," the primary aims of the new 
system were to permit analysis of tot si forces structures for 
all of the .services In terms of common missions or national 
objectives 'and to project the resources impact Car financial 
requirement) of the proposed force structure over _n extended 
period of years, c • 

The process of PP3B as was ■ introduced by Hchamara 
in the Department of Defence had three phases j (1) liLlit.-.ry 
Planning and Regimental Determinations (2) Programmings (2) 
Budgeting. 

The first step in military planning and requirements 
determination is for, the President to determine politically 
the -broad dimensions of military requirements over the years. 

On the basis of this the Chiefs of Staff ■ prepare their pre- 
determined political objectives on the basis of which an 
8 year plan for military requirements- is che liked out without 
reference to specific resources cos ts. This is reviewed 
annually by S ec ret ary of Defence based on major cost-effective 
ness studies-. He then issues a tentative force guides which 
constitutes the baseline for the formulation of 5-year program 
for Defence. These guidelines are transmitted to the servicies 
The DOD, then prepares draft memoranda, on each major mission 
area ana support activity,. These studies are reviewed by the 
Secretary of Defence and the Joint Chiefs of S taff, who 
evaluate the various issues on the force levels. 

The programme structure in Defence is in terms of 
missions, -forces and- weapons, support -a;-' si stance and analytical 
• comparisons of alternatives. -This has been changing from time 
to -time. The program structure for 1970-71 is in terms of 
strategic forces | general purpose forces, intelligence and 
communication, airlift and sealift, guard and reserve forces, 
research ar^ -deve Ippment, ..cantxal, supply and maintenance, 
training, medical and' other general personnel activities, 
administration end associated activities and support of other 
nations. These 10 programs comprise about 1000 programme 
elements. A programme element is defined in terms' of an 
integrated farce or- activity, for example, a B-52 Bomber toget- 
her with relative manpower and equipment required to keep 
the bomber oper tional. Oth. r such examples are attach 
carriers, F-4 f lighter wings, manned obting laboratory and' 
so on. The approach to the costs and program elements is 
comprehensive and it includes all direct supporting costs. 
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■ _ The program -:1c. c,j ~e ro 1<: :.-i to the I-:.?: ;r 
missions such as mi.--.sle defence, Where poo Ibis research .. 
d eva lopm-sut progr--.ii.i3 elements a re a --e eclated with major 
programmes-, Those -nidi can not be no vociidsd in this nay 
brought uni r genor 1 rose, rch and dev cleg me At * 


nd 

are 


The on. do document .in the I; . o a re nor it, 
is the Five Yc ..r Def eucs PXui which i '.corpora 
assumptions and the project! 0.1 of the imp lie./, 
cisi-cns. The Five Year Pl..n is b- sen. or prog 
ject-ions. As mentioned surlier within class 


of Defence 
tea planning 
cions of past de- 
rum and cost pro- 
ific hi on of 


program end program elements the .Office of the Controller of 
Department of Defence initiates studi; s of the- cost -effective- 
ness or a cost' utility of specific weapon-.. eg , las, These 


analyses are generally undert ken to estimate the relative cost 
of the -achieving specified levels off det rrant strength' or force 
structure based' on’ the- careful axeiain- tlon of the alternative; 
means that are avail- bis for -’tt lining ct' t- d objectives, Sy- 
stems ■ malysis and Ope rat iens Res rch as well .• s coet-benefit 
analysis constitute the imporctnt techniques for such .ana 1‘ sis , . 
These studies constitute an import nt vehicle for the -n lysis 
and debate on policy i.--su--s within tho dep- rtnent of Defence 
and these studies result in a series -of dr- ft Presidential 


memoranda prepared by the Secretary .of Defence. 


Budgeting for Defence is done jointly by the 
Controller’s Office and the Bureau of the Budget, They link 
programs and costs to the appropriation structuie. -Budget is 
the financial implement c.ti on of the first year of the Five 
Year Defence Plan,. Preparation of the Budget requires atten- 
tion. Procurement list', production 'scheduler.- , lead times, 
prices -and status of funds. As it stands today appropriation 
structure is' not re-aligned with the program structure a This 
necessitates a great deal of 'cress-work between organisations • 
at the time of budget making. A ny cha ge in the program can 
be proposed as and when it is felt necessary. Changes for cost 
variance are to be approved by the- Secretary of Defence, 

This can occur dur: ig the execution of the budget. Surah. a 
procedure for program change proposal introduces an . amount 
of flexibility within the Budget Year, i,e, changes may be 
proposed and approved at? -any' 'time . and there: is continuous up- 
dating of 5-year projections. 
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PP3S Outside Defenc e ; . 

Though PPBS experiments hud -been started in the 
Department of Defence si.ee 1961 its extension to other 
functional areas was inflated by P re si cl nt Johnson only in 
1965. There are IS functional areas- in the U.S. Government 
including Defence. Each functional area is broken into a 
few programs and sub-programs which constitute groupings, 
that serve the same broad objectives. r rogrammes. are further 
divided into several programme elements. As noted earli-r- 
there are about 1000 programme elements in Defence, there 
are -hundreds of others relating to och.r departments, For 
instnace, in the Department of Health, Education and Welfare , 
there are five programs, Viz., Executive -.-Direction and 
• management, Education, Health to the Social -and Rehabilitation 
Servidos, and Income Security, Education is further' broken 
down into the following sub-programs % Developraent and 3.: sic 
.Skills, Development of Occasional and Occupational Skills, 
Development of A cademic and Professional Skills., Library and 
Community Development, General Research (n ; on-a Hoc able) , Genera 
Support, Development of Occasional and Occupational Skills 
have three program elements viz*, improving the education of 
the general population, improving the education of economic 
and social disadvantaged, improving the education of physica- 
lly disadvantaged, improving the eduction of physically and 
mentally handicapped. 

Each' Department prepares a program analysis 
relating to various; prog rum elements so as to outline the 
various alternatives completing for funds alongwith their 
cost and benefit consequences . Decisions, taken on -the b-sis 
of such analysis are then incorporated in the. program and 
Financial. Plan of each Agency. Generally . such' plans r elate 
to 5 years but in areas with long gestation period such as 
water resources , forest development etc., a long perspective 
is called for. Thus the programme f ..nd financi .1 plan (PFP) 

; .expresses objectives and planned accomplishments, whereevsr 
possible in quantitative physical Cor output) terms and fin- 
ancial (or input terms. Physical description of- program elemeni 
might, include for example, the number of youths to be trained 
In Job Corps c**aps, the number of children who receive pre- 
school training and so on. Cost data should be expressed in 
systems terms, that is all costs — such as capital outlay, 
research and dev lopment , grants and subsides aid current 



costs of op gi* otic. is (including main, cnance) — th t arc 
associated with n pro;; r mi shout-’ do assigned to t-h..t 
element. Thus the P3? -rev els some, of the future year 
inpii' .tions of current bud~ct decisions. Besides, by 
pulling together all the costs associated wi fch; decide ons 
to carry oh a given program at a c:' von lav .1 provides 
import: nt data for dee's: ous making. It also, help s to 
force choices, on tho basis of pre-defetroined'eritoria , 
among programs which comp Is to f or limited r: sou re .s. 

It follows th t PPBS provides : hr rawer! for ba.tfar cost , 
butter choices and better i- teg rati on between Planning 
c.nd Budgeting. As such it is a v ry useful instrument 
for contra lisod policy decisions h virvg lent term ecu sequences! 

Li ait at ion a of PPBS i 

PPBB highlights tr. de-offs between dace 
substitutes such us" different str togias of deterrence 
but it c.-..nnot provide a basis for broad r choices s to. 
whether the U. 3 . should spend more on Vietnam on prove rty. 

Programs am not mutually exclusive . Gre -t • many 
program elements serve more than one major programme . Their 
relative priorities may be different. Consequently no 
common b.nsis for their ovulation could be formulated, 

•^ome of the avtivi ties of the Govern, .ent .... ro multi- 
purpose in character. For instance, providing lunch for 
school children could be regarded as a part of educational 
program, health program or f^rm program. Hence its evaluation 
in nras of a single objective is difficult. 

The merit of PPBS lies in its program structure 
gonad for m .king better choices 5 but 3; there is 3, danger 
of the existing structure becoming rigid, Unless new 
a Item tiv ;s are continuously : xpic rod the benefits of the 
systems m.:.y hit be fully realised. 

The success of the PPBS also depends on accurate 
estimates of cost nd benefit streams. As such it certainly 
is a groat advantage. Where existing programmes are sought 
to he extended marginal an.. lysis can also be applied. It is 
also possible to ascert .in opportu ity co^t? involved but 
there will be so many pit-falls relating to the future 



price-level., discount rate, uncertainty and so on which 
may vitate the cost-benefit calculations. It is also 
possible that such quantitative analysis may tend to 
neglect programs having enormous intangible con sequences.. 

In any case PPBS is not substitute for committed managers , 
and administrators. It docs not also eliminate the need 
for human judgment. At best, it can only help to narrow '' 
down the gap between data and decisions. In this limited 
sense PPBS is a contribution, towards national decision-making. 



